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Commodity Market Development in Europe – Outlook 
Workshop background 
This report contains a summary and the presentations of the 'Commodity Market Development 
in Europe – Outlook' expert workshop, jointly organised by the European Commission's Joint 
Research Centre Institute for Prospective and Technological Studies (JRC-IPTS) and the 
Directorate General for Agriculture and Rural Development (DG AGRI). The workshop took place 
in Brussels on 16-17 October 2012 and is part of the series of workshops on commodity 
market modelling and development, held annually since 2006.1 
The 2012 workshop was envisioned to present and discuss the preliminary results of the 
European Commission's outlook on EU agricultural market developments. As part of the 
validation procedure, suggestions and comments made during the course of the workshop 
were taken into account to improve the final version of the outlook. Thus, for reference to the 
DG AGRI baseline projections refer to the final report: 
‘Prospects for Agricultural Markets and Income in the EU 2012-2022’: 
UTThttp://ec.europa.eu/agriculture/markets-and-prices/reports_en.htm 
The workshop gathered high-level policy makers, modelling and market experts from the EU, 
the United States and international organisations such as the FAO, OECD and The World Bank. 
The workshop provided a forum to present and discuss recent and projected developments in 
the EU agricultural and commodity markets, to outline the reasons behind observed and 
prospected developments and to draw conclusions on the short/medium term prospects of 
European agricultural markets in the context of world market developments. Special focus was 
given to the discussion on the sensitivity of the projected market developments to different 
settings/assumptions (regarding for example macroeconomic uncertainties, biofuel policies, 
specific drivers of demand and supply, etc.).  
                                                 
1 The proceedings of the respective workshops are listed below and can be downloaded from the JRC-
IPTS' website (http://ipts.jrc.ec.europa.eu/publications/):  
 Bartova, L., R. M'barek (Eds.) (2008): Commodity Modelling in an Enlarged Europe. November 2006 
Workshop Proceedings. AGMEMOD Report V. JRC Scientific and Technical Reports, European 
Commission. EUR 22940 EN/5 
 Bartova, L., S.H. Gay, R. M'barek (Eds.) (2008): Commodity Market Development in Europe – Outlook. 
November 2007 Workshop Proceedings. JRC Technical Notes, European Commission. EUR 23377EN 
 Fellmann, T., R. M'barek, S.H. Gay (2009): Commodity Market Development in Europe – Outlook. 
November 2008 Workshop Proceedings. JRC Technical Notes, European Commission. JRC 51276 
 Fellmann, T., B. Van Doorslaer, R. M'barek, S.H. Gay (Eds.) (2010): Commodity Market Development in 
Europe – Outlook. November 2009 Workshop Proceedings. JRC Technical Notes, European Commission, 
JRC 60425 
 Fellmann, T., R. M'barek, S.H. Gay (2011): Commodity Market Development in Europe – Outlook. 
October 2010 Workshop Proceedings. JRC Scientific and Technical Reports, European Commission. 
JRC 65170 
 Fellmann, T., S. Hélaine (2011): Commodity Market Development in Europe – Outlook. October 2011 
Workshop Proceedings. JRC Scientific and Technical Reports, European Commission. JRC  67918 
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Summary of the workshop 
The 2012 ‘Commodity Market Development in Europe – Outlook’ workshop forms part 
of the intensive validation procedure of the results of the DG AGRI outlook on EU 
agricultural market developments. In the following chapters the presentations and 
discussions of the workshop are briefly summarised. Suggestions and comments made 
during the workshop were taken into account to improve the final version of the 
outlook. Thus, for the baseline projections please refer to the report ‘Prospects for 
Agricultural Markets and Income in the EU 2012-2022’ which can be downloaded from 
the DG AGRI homepage2. 
The workshop (and thus this summary) was structured as follows. First the background 
of the baseline construction process was delineated (Chapter 1). Projections are 
always subject to numerous uncertainties. To demonstrate the effects of these 
uncertainties on the baseline projections some scenarios were carried out; the main 
assumptions are described in Chapter 2. The macroeconomic environment can strongly 
influence the projected developments in agricultural markets. Therefore a specific 
session was dedicated to discussion of the macroeconomic assumptions and 
uncertainties (Chapter 3). A specific session was also devoted to biofuels, a major 
source of uncertainty for agricultural markets' development (Chapter 4). A summary of 
the session on production, productivity and related uncertainties for the cereal, oilseed 
and sugar markets is given in Chapter 5. The sessions on drivers of supply and demand 
and related uncertainties are summarised for milk and dairy markets in Chapter 6 and 
for the meat markets in Chapter 7. The workshop concluded with reflections on the 
challenges for agricultural policy (Chapter 8). 
1. Background of the baseline construction process 
The European Commission annually constructs an outlook for the medium-term 
developments in agricultural markets in the EU. This outlook (or 'baseline') permits a 
better understanding of the markets and their dynamics and also contributes to 
identify key issues for market and policy developments. Furthermore, the outlook 
                                                 
2  http://ec.europa.eu/agriculture/markets-and-prices/reports_en.htm  
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serves as a benchmark for assessing the medium-term impact of future market and 
policy issues. The model used for the outlook projections is the European Commission’s 
version of AGLINK-COSIMO3, a recursive dynamic partial equilibrium model with a 
detailed representation of world agriculture and policy. The data used to construct the 
outlook is based on the latest available market and policy information (in the case of 
this year’s preliminary outlook this was the data available at the beginning of 
September 2012). Projection results are presented in balance sheets for the main 
agricultural commodities, with detailed results for the EU-27, EU-15 and EU-N12 
aggregates for cereal, oilseed, sugar, rice, biofuel, meat and dairy markets.  
Figure 1: Flowchart of the baseline construction process 
DG AGRI
JRC-IPTS
Preliminary baseline
Baseline week (discussion with DG AGRI market experts)
Final baseline Calibration of CAPRI and ESIM
Publication
Outlook workshop Uncertainty assessment
Calibration of CAPRI
OECD-FAO OutlookShort-term – DG AGRI
First draft of baseline Macro-economics
 
 Source: Presentation M'barek and Londero (JRC-IPTS and DG AGRI) 
The process of the European Commission’s baseline construction is depicted in Figure 
1. The starting point is the latest available version of the AGLINK-COSIMO model, 
which was used for the OECD-FAO Agricultural Outlook.4 The EU module of the 
AGLINK-COSIMO model is then modified (this year for example the EU biofuel module 
was updated), and an add-on for agricultural income included. The income module is 
based on the medium-term projections for the agricultural markets represented in 
AGLINK-COSIMO, and the remaining agricultural sectors (fruit and vegetables, wine 
                                                 
3 Note: The results of any analysis based on the use of the AGLINK-COSIMO model by parties outside the 
OECD are outside the responsibility of the OECD Secretariat. Conclusions derived by third-party users 
of AGLINK-COSIMO should not be attributed to the OECD or its member governments. 
4 The OECD-FAO Agricultural Outlook 2012-2022 is available online: http://www.agri-outlook.org/  
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and olive oil) are assumed to follow historical trends. A continued restructuring of the 
farms is considered.  
The EU module of AGLINK-COSIMO is adjusted according to the latest EU short-term 
outlook (September 2012 version5) and as additional ad-hoc input this year the impact 
of the summer droughts in the US and the Black Sea region in 2012 was also 
considered. Furthermore, the latest available macroeconomic projections from IHS 
Global Insight were taken into account, except for the USD/EUR exchange rate which is 
assumed to remain at the level of the last four years (1.35 USD/EUR) from 2016 to 
2022 (at the time of the Workshop preparation DG ECFIN forecasts were not 
available). An in-depth discussion of the first baseline results takes place between the 
modelling and market experts of DG AGRI and the JRC-IPTS during a ‘baseline week’ in 
September. After further adjustments, the baseline is presented in October at the 
‘Commodity Market Development in Europe – Outlook’ workshop, organised by the JRC-
IPTS and DG AGRI. In order to identify and quantify the potential variability of the 
market projections, the results of additional scenarios with alternative assumptions 
are also presented during the workshop. Suggestions and comments made during the 
workshop are taken into account to improve the final version of the outlook, which is 
then published in the report ‘Prospects for Agricultural Markets and Income in the EU’ 
in December.6  
2. Background of the uncertainty analyses and assumptions of the 
uncertainty scenarios 
Building a baseline and thus an outlook for agricultural market developments is 
always subject to numerous uncertainties, especially with regard to weather 
conditions, developments in the wider macroeconomy (e.g. Gross Domestic Product 
(GDP) growth, exchange rates, oil prices), supply and demand patterns (e.g. yield trends 
and consumer preferences) or policy issues (like renewable energy policies). However, a 
deterministic baseline is based on explicit assumptions regarding such exogenous 
                                                 
5 http://ec.europa.eu/agriculture/analysis/markets/sto-crop-meat-dairy/2012-09_en.pdf 
6  More detailed information on the general baseline construction process is given in Nii-Naate, Z. (Ed.) 
(2011): Prospects for Agricultural Markets and Income in the EU. Background information on the 
baseline construction process and uncertainty analysis. JRC Scientific and Technical Reports, European 
Commission, Luxembourg. Available at: http://ipts.jrc.ec.europa.eu/publications/pub.cfm?id=4879  
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variables, and usually assumes steady yield trends, a specific path for GDP growth, 
exchange rates, oil prices and demand. Consequently, a deterministic baseline provides 
a single set of outcomes for a single set of assumptions and it is important to keep 
the uncertainty of these assumptions in mind when looking at the results of the 
outlook. In order to show how the projected results of the EU agricultural market 
outlook are impacted by alternative assumptions, some uncertainty analyses on the 
baseline were carried out. These uncertainty analyses follow a ‘what if’ approach, i.e. 
they try to exemplify what would change in the results of the outlook projections if a 
deviation from the ‘standard’ assumptions were to occur. 
For the uncertainty analyses, a set of six scenarios were analysed using different 
agro-economic models (in addition to AGLINK-COSIMO, CAPRI7 and ESIM8 were also 
applied). All three models are part of the iMAP modelling initiative.9 An overview of the 
uncertainty scenarios is given in Table 1, and the assumptions of each scenario are 
briefly outlined in the following subchapters.  
Table 1: Overview on the uncertainty scenarios 
Uncertainty 
analysed 
Purpose Scenario 
Model 
used 
Implications of yield 
uncertainty  
Partial stochastic analysis  
of arable crop yields (focus Member State 
level) 
ESIM 
Yield and 
macroeconomic 
uncertainty 
Implications of 
simultaneous yield and 
macroeconomic 
uncertainties  
Partial stochastic analysis of arable crop yield 
and macroeconomic variables 
AGLINK-
COSIMO 
Higher input 
costs in the EU 
Implications of an  
upward development 
of input prices 
Increase of operating costs with a focus on 
feed costs 
CAPRI 
Climate Change 
Impact of climate change 
on EU agriculture 
Changes in yields due to changes in average 
temperature and precipitation regime in the 
EU; 
2 technical adaptation scenarios: ‘no 
adaptation’, ‘maximum yield adaptation’ 
CAPRI 
                                                 
7  CAPRI (Common Agricultural Policy Regional Impact): highly disaggregated (regions NUTS 2, products) 
partial equilibrium (PE) model. A model documentation is provided by Britz, W. and H.-P. Witzke (eds.) 
(2008): CAPRI Model Documentation 2008, Version 2. Institute for Food and Resource Economics, 
University of Bonn, Germany. http://www.capri-model.org/docs/capri_documentation.pdf. 
8  Banse, M., H. Grethe (2008): 'European Simulation Model (ESIM) in GAMS: Model Documentation 
(Version 2.0).' Model documentation prepared for DG AGRI, European Commission, The Hague and 
Berlin. 
9 M'barek, R., et al. (2012): 'An integrated Modelling Platform for Agro-economic Commodity and Policy 
Analysis (iMAP)'. JRC Scientific and Technical Report, European Commission, JRC 69667. 
http://ftp.jrc.es/EURdoc/JRC69667.pdf  
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Non-fulfilment of the 
10% target of the 
Renewable Energy 
Directive (RED) 
EU MS do not reach the target of 10% of 
transport fuel consumption from renewable 
energy by 2020 (only 8% are reached) 
AGLINK-
COSIMO 
Uncertainties 
related to EU 
biofuels policy Consideration of ILUC 
factors in the context of 
the EU biofuel policy 
5% maximum from 1st-generation biofuels; 
favourable counting for 2nd-generation 
biofuels; use of feedstocks with low ILUC 
factor implying almost no use of oil crops 
AGLINK-
COSIMO 
 
2.1 Yield and macroeconomic uncertainty 
Among other things, the deterministic baseline assumes steady yield trends (i.e. yields 
not affected by any weather events) and a specific path for GDP growth, exchange 
rates and oil prices. Therefore the baseline projections show the agricultural markets 
developing relatively smoothly. However, and especially in recent years, markets have 
moved along more volatile paths, and uncertainties related to the development in 
yields and the macroeconomic environment seem to have increased. In order to assess 
the sensitivity of the market developments to these uncertainties, partial stochastic 
simulations were carried out. The ESIM model was used for partial stochastic analysis 
with respect to crop yields in individual Member States. The AGLINK-COSIMO model 
gives aggregated results for the EU-15 and EU-N12 and was used for partial 
stochastic analysis with respect to yields and macroeconomic variables 
simultaneously.  
 
Partial stochastic analysis of arable crop yields (focus MS level) with ESIM  
Fluctuations in weather patterns cause changes in crop yields, which affect supply and 
may lead to crop price variations. To assess the consequences of arable crop yield 
uncertainty for EU agricultural markets, the ESIM model was adapted to carry out a 
partial stochastic simulation of the yields of wheat, barley, maize, sugar, rapeseed, 
sunflower seed and soybeans. The stochastic analysis covers yield changes in the EU-
27 at Member State level, Turkey, the US and the aggregate 'rest of the world'. Two 
hundred sets of stochastic yields are generated to represent a range of ‘plausible’ 
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yields according to the variability observed in the past (measured as the difference 
between the trend and the observed yield).10 
 
Partial stochastic analysis of yields and macroeconomic variables with AGLINK-COSIMO 
Developments in the macroeconomic environment are key drivers for the 
developments in agricultural commodity markets. However, the macroeconomic 
variables for the outlook projections are exogenous and their development is rather 
uncertain. In order to capture the influence of some uncertainties related to 
macroeconomic developments on the projected results the AGLINK-COSIMO model was 
adapted to conduct partial stochastic simulations with respect to: GDP growth (EU-15 
and EU-N12), GDP deflator (EU-15 and EU-N12), consumer price index (CPI) (EU-15 and 
EU-N12), the USD/EUR exchange rate and the world oil price (Brent crude oil price in 
USD per barrel). For the uncertainty analysis, forecasting errors with regard to the 
respective macroeconomic variables are defined to be the realisation at time t minus 
the forecast made 18 months earlier by DG ECFIN.  
The AGLINK-COSIMO model was also adapted to capture fluctuations in arable crop 
yields. Therefore past crop yield fluctuations around estimated trends in crop yields 
were analysed. Regional weather blocks are created, representing the EU (EU-15 and 
EU-N12), the Black Sea (Russia, Ukraine and Kazakhstan), North America (Mexico and 
the US), South America (Argentina, Brazil, Paraguay and Uruguay), South East Asia 
(Indonesia, Malaysia and Thailand) and Australia. While crop yield fluctuations are 
assumed to be correlated within the regional blocks, they are not correlated across 
regional blocks and across years.  
The impact of uncertainty in both arable crop yields and macroeconomic variables is 
assessed simultaneously. The stochastic model is simulated 500 times, of which about 
80% solve.11 
 
                                                 
10 For more detailed information on the methodology see: Artavia, M. (2013): 'Stochastic Multi-Market 
Modelling with Efficient Quadratures: Does the Rotation of Stroud's Octahedron Matter?' Ph.D. Thesis, 
Humboldt University of Berlin. 
11 For more detailed information on the methodology see: Burrell, A., Z. Nii-Naate (2012): 'Partial 
stochastic analysis with the European Commission's version of the AGLINK-COSIMO model' JRC 
Scientific and Technical Reports, European Commission, JRC76019: 
http://ftp.jrc.es/EURdoc/JRC76019.pdf 
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2.2 Higher input costs in the EU with CAPRI 
In recent years, pressure on the agricultural sector increased on the cost side of 
production in particular. The main drivers of the increase depend on the sector, for 
example in the cereal sector the rise was mainly driven by increased costs for 
fertilisers, machinery, seeds and crop protection12  while for livestock feed costs are 
the main concern. In order to analyse the effects of a further increase in input prices 
on the results of the agricultural market outlook the CAPRI model was applied. To 
provoke an increase in feed costs, which are endogenously calculated in CAPRI, an 
exogenous shock had to be introduced into the model. This was done by increasing the 
demand for meats (beef, pig and poultry) in China by 25-35% while keeping the 
Chinese trade balance of meats close to the baseline level. The other exogenous 
operating costs13 were increased based on an econometric estimation of the observed 
upward variability (coefficient of variance) of the separate cost items by individual 
NUTS2 region in the EU Member States.14 
 
2.3 Economic impact of climate change in EU regions with CAPRI 
The CAPRI model was applied to investigate the medium-term impact of climate 
change on the projected EU agricultural market developments. The scenario assumes 
an average temperature increase of 1°C in Europe by 2020 compared to the year 
2000, and some changes in precipitation (some regions see increases in precipitation 
while others have less precipitation during the growing season).15 Two technical 
adaptation scenarios were carried out: ‘no adaptation’ and ‘maximum yield 
adaptation’. The adaptation is captured through adjustment of the crop growth cycle 
length, crop sowing date and water availability. While the ‘no adaptation’ scenario 
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assumes that farmers would not consider any potential adjustments of their 
production techniques, the ‘maximum yield adaptation’ scenario assumes that farmers 
would combine the adaptation elements (cycle length of crop growth, crop sowing date 
and water availability) in a way that generates the highest possible yield for a given 
crop.  
There are no climate parameters in the CAPRI model, and therefore the modelling of 
climate change was done through a change in yields. The yield changes induced by 
climate change for both adaptation scenarios were provided by BIOMA16 and 
incorporated into the supply module of CAPRI to determine the related market and 
income impacts.  
 
2.4 Uncertainties related to EU biofuels policy with AGLINK-COSIMO 
The main uncertainties in the context of the EU biofuels policy relate to the fulfillment 
of the 10 % target of the Renewable Energy Directive (RED)17 and how the RED might 
be amended. Both uncertainties have been addressed in two separate uncertainty 
scenarios. 
80 % fulfillment of the EU biofuels mandate 
The Renewable Energy Directive established a 20% overall share of renewable energy 
in EU energy use as a mandatory target for 2020. As part of this overall target, each 
Member State has to cover at least 10% of its transport fuel consumption from 
renewable sources (including biofuels). The fulfillment of the mandate is supported by 
                                                                                                                                                        
12 DG AGRI (2011): Farm Economics brief N°2: EU production costs overview. DG Agriculture & Rural 
Development, Microeconomic analyses of EU agricultural holdings, Brussels, 
http://ec.europa.eu/agriculture/rica/pdf/Brief201102.pdf  
13 Operating costs cover mineral fertiliser, fuel and energy costs, maintenance, pesticides, seeds, 
services, veterinary costs, feed costs and purchase of young animals (calves, piglets, etc.), cf. the Farm 
Accountancy Data Network (FADN), http://ec.europa.eu/agriculture/rica/  
14 For more information on the methodology of increasing the operating cost in the model see: Himics, 
M., Van Doorslaer B., Ciaian P., Shrestha S. (2012): 'Increasing volatility of input costs in the EU 
agriculture', Presentation to the 123rd EAAE Seminar on Price Volatility and Farm Income Stabilisation, 
Dublin. 
15 The assumptions are taken from the A1B emissions climatic scenario provided by the ECHAM5 model, 
cf. IPCC (2012): 'IPCC Special Report on Emissions Scenarios.' Special Report of IPCC Working Group III, 
Intergovernmental Panel on Climate Change, http://www.ipcc.ch/pdf/special-reports/spm/sres-en.pdf. 
16 BIOMA (Biophysical Models Application) includes a set of biophysical models for different crops. More 
information is given on the BIOMA webpage: http://bioma.jrc.ec.europa.eu/   
17 Directive 2009/28/EC of the European Parliament and of the Council on the promotion of the use of 
energy from renewable sources. 
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the forecast of National Renewable Energy Action Plans of the EU Member States, and 
hence the preliminary baseline assumes that the 10% target will be met. However, it is 
questionable that the targets will really met be by 2020 and therefore an uncertainty 
scenario was carried out with the AGLINK-COSIMO model, where it is assumed that 
only 8% of transport fuel comes from renewable sources by 2020.  
Consideration of indirect land use change (ILUC) factors 
At the same time as the workshop, on 17 October 2012, the European Commission 
published a proposal to amend the RED in order to reduce the use of food crops for the 
production of biofuels. 18 A previous version of the proposal had additionally aimed to 
reduce biofuel production from feedstocks with high ILUC factors (namely oil crops). 
The scenario analysed for the workshop is based on this previous version of the 
proposal, assuming that a maximum amount of 5% of first-generation biofuels can be 
counted towards the 10% renewable energy target; production of biodiesel from 
vegetable oils is drastically reduced; second-generation biofuels are accounted for at 
four times their energy content and biofuels from waste oils (e.g. biodiesel produced 
from used cooking oil) are counted twice. Furthermore it is assumed that the share of 
second-generation biofuels would slightly increase compared to the baseline settings.  
 
3. Macroeconomic assumptions and related uncertainties  
Macroeconomic developments (assumptions) can strongly influence the projected 
evolution of agricultural markets. Therefore the first session of the workshop was 
dedicated to a discussion on the macroeconomic assumptions used in the EU 
agricultural outlook and their general implications for agricultural market 
developments. 
 
3.1 High degree of uncertainty surrounding the economic outlook 
Pierluigi Londero (DG AGRI) explained that the starting point for the EU agricultural 
outlook projections is the OECD-FAO Agricultural Outlook 2012-2022. Projections for 
world market prices and also for the rest of the world are taken from this outlook. The 
                                                 
18 http://ec.europa.eu/clima/policies/transport/fuel/docs/com_2012_595_en.pdf  
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macroeconomic assumptions are updated for GDP growth, inflation rates, exchange 
rates and oil prices. Regarding the updates, Londero pointed out that there is always a 
question as to whether to take the data from one (coherent) source or take data that 
seems to be more plausible from various sources. For this year’s outlook a mixed 
approach was chosen. The draft baseline assumptions on key macroeconomic variables 
are shown in Table 2. 
Table 2: Draft baseline assumptions on key macroeconomic variable, 2010-2022 
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Population growth EU-27 0.3% 0.3% 0.3% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.1%
EU-15 0.4% 0.4% 0.5% 0.4% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.2% 0.2% 0.2% 0.2%
EU-N12 0.0% -0.1% -0.1% -0.2% -0.1% -0.1% -0.1% -0.1% -0.1% 0.0% -0.1% -0.1% -0.1% -0.1%
Real GDP growth EU-27 -4.2% 2.0% 1.5% -0.3% 0.0% 1.0% 2.1% 2.2% 2.1% 2.0% 1.9% 1.9% 1.9% 1.9%
EU-15 -4.3% 1.9% 1.4% -0.4% -0.1% 0.8% 1.9% 2.0% 1.9% 1.8% 1.8% 1.8% 1.8% 1.8%
EU-N12 -3.7% 2.2% 3.1% 1.0% 1.2% 2.6% 4.4% 4.4% 4.3% 4.2% 4.0% 4.0% 3.9% 3.7%
World 0.9% 3.4% 4.2% 2.6% 2.4% 2.7% 2.9% 2.9% 3.0% 2.9% 2.9% 2.9% 2.8% 2.8%
Inflation EU-27 0.8% 2.0% 3.0% 2.4% 2.0% 2.4% 2.2% 2.1% 2.0% 1.9% 2.0% 2.0% 2.0% 2.0%
(Consumer Price Index) EU-15 0.7% 1.9% 2.9% 2.3% 1.9% 2.4% 2.1% 2.0% 2.0% 1.9% 1.9% 2.0% 2.0% 1.9%
EU-N12 3.2% 2.9% 3.9% 3.7% 3.3% 3.2% 2.7% 2.5% 2.4% 2.3% 2.3% 2.3% 2.4% 2.4%
Exchange rate (USD/ EUR) 1.39 1.33 1.39 1.27 1.16 1.25 1.34 1.35 1.35 1.35 1.35 1.35 1.35 1.35
Crude oil price (USD per barrel Brent) 62 79 111 108 93 90 85 90 94 98 102 105 108 110  
 Source: Preliminary baseline  
 
The baseline assumes that the world economy growth rate is slowing down to 2.6% in 
2012 and 2.4% in 2013 and will stay between 2.8% and 3.0% from 2015 onwards. 
Inflation is assumed to be about 2% from 2016 onwards and the population in the EU-
27 will only grow slightly over the projection period. While IHS Global Insight's 
September forecasts assume a constantly increasing exchange rate over the projection 
period, the exchange rate is capped at 1.35 USD/EUR in the Commission’s baseline 
from 2016. Londero highlighted that there is always a high degree of uncertainty 
surrounding the economic outlook, which he illustrated with a graph comparing the 
assumptions taken in recent baselines regarding the EU-27 GDP growth (Figure2). 
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Figure 2: Comparison of assumptions regarding EU-27 GDP growth 
 
 Source: Presentation Londero (DG AGRI) 
 
3.2 A synchronized global economic slowdown and ‘the butterfly effect’ 
Jan Randolph (IHS Global Insight) gave a presentation in which he reflected on the 
probable macroeconomic developments over the next 10 years and highlighted key 
risks for global economic developments over this time horizon. Randolph first outlined 
the synchronized global economic slowdown that has been observed in recent years 
between advanced and emerging economies. From IHS Global Insight’s point of view 
the global recession is not likely to last over the whole projection period without 
further shocks, as the medium- to long-term prospects for the US and some other 
industries are looking more upbeat.  
Focusing on the economic outlook for the US, Randolph pointed out that while the US 
economy is stuck in a low gear, a 'fiscal cliff' will likely be avoided. It is expected that 
after the presidential elections the automatic spending cuts will be replaced by 
entitlement savings and tax increases, most likely beginning in 2014 (and not already 
in 2012). The tax cuts introduced by the Bush government are assumed to stay in 
place in 2013, and the 2% payroll tax cut and the emergency federal unemployment 
insurance benefits might be extended again for 2013 and later phased out (and not 
suddenly removed). These assumptions hold the dept-to-GDP ratio in the US below 
80% over the next ten years.  
Commenting on the economic outlook of China, Randolph explained that the risks of a 
double squeeze downturn in China remains due to several reasons, mainly because (i) 
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external demand remains weak as exports to the EU decline, (ii) domestic demand is 
restrained due to a downturn in the construction sector, (iii) inflation diminishes (which 
is seen as another sign of demand weakness) and (iv) over-capacity dampens 
investment demand (despite easing monetary policy). Nonetheless, IHS Global Insight 
does not expect an abrupt shock in China’s economic growth but instead foresees a 
soft landing, because so far the slowdown is much milder than the downturn 
experienced in 2009 and the Eurozone crisis should not have the same impact for 
China as the 2009 US financial crisis. However, Randolph further pointed out that over 
the longer term the risks of an economic slowdown in China are higher due to the 
following reasons: the local debt bubble highlights the difficulty for China’s state to 
control the banking sector, major US and EU export markets will undergo a prolonged 
demand consolidation, the boost to China’s exports due to its 2002 WTO entry will 
diminish over time, and China has not implemented any major economic reforms since 
the reforms dealing with state-owned enterprises.  
Regarding global economic developments, the IHS sees a probability of 10% to 15% 
that the ‘worst case’ scenario of a deep global recession in 2013-2014 taking place. 
Randolph pointed out that there are basically four risk triggers for such a worst case 
scenario: a Euro area meltdown, conflicts in the Middle East and a related oil price 
shock, the US ‘fiscal cliff’ and a hard economic landing of China. The narratives for 
these four risk triggers are summarised in Table 3. 
Focusing specifically on the Euro area, Randolph presented four scenarios: Euro 
extinction, fringe breakaway of Greece, multiple fracture with a ‘north-south’ split, or a 
hold together and expand scenario. Regarding the extinction of the Euro, IHS Global 
Insight sees only a very low chance (3%) of this actually happening within the next 
five years, mainly because the known and unknown costs of such a break-up would be 
simply too great. According to IHS Global Insight a multiple fracture within the Euro 
area with a north-south split is also not very likely. Nevertheless, IHS Global Insight 
sees a 60% likelihood of Greece leaving the Euro area within the next five years 
(raised considerably from 20% in November 2011). However, IHS Global Insight sees 
the same probability (60%) that the Euro area muddles through its current crises, 
holding together and overcoming the current troubles in a stronger economic condition 
than before the crisis.  
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Table 3: Triggers and narratives of the worst case scenario of a deep global recession 
in 2013-2014 (10-15% probability according to IHS Global Insight) 
Risk Triggers Narrative 
Euro area Meltdown 
 Greece exits Eurozone, causing financial market contagion. 
 Sovereign bond yields spike as private funding dries up. 
 Spain, Italy, Portugal, Ireland and Cyprus exit Eurozone. 
 European recessions deepen, new currencies depreciate. 
Middle East Conflicts 
and Oil Price Shock 
 Syria unravels and conflict spreads into Lebanon. 
 Israel and Iraq feel increasingly threatened. 
 Nuclear talks break down, Iran veers toward confrontation. 
 Supply disruptions send oil prices past USD150 per barrel. 
US ‘Fiscal Cliff’ 
 Deadlines at start of 2013 pass with no action, resulting in 
a fiscal contraction equal to USD488 billion, or 3.0% of GDP. 
 Tax cuts expire and sequestration leads to spending cuts. 
 Middle East instability prompts reversal of defense cuts. 
China Hard Landing 
 Real estate market bubbles burst. 
 Loan defaults by developers and local governments trigger 
a banking crisis and credit squeeze. 
 Investment and consumption are scaled back in 2013-16. 
 Source: Presentation Randolph (IHS Global Insight) 
3.3 The outlook for the EU economy has worsened again 
Björn Döhring (DG ECFIN) gave a brief overview of recent developments and a short-
term outlook for the EU economy. The outlook for the EU economy has worsened again 
and, within the EU-27, recovery of GDP growth is slow and the picture for next year is 
fairly bleak. DG ECFIN expects that the effects of the sovereign debt crisis and 
problems in the labour markets will not only have negative effects for the EU economy 
in the short-term but will also affect economic recovery in the medium-term. 
Therefore Döhring agrees with the assumption in the agricultural markets outlook of 
lower economic growth rates; however he pointed out that the assumption regarding 
world growth is about 1% lower than the growth forecasted by the IMF. Nonetheless, 
and even though global GDP growth has lost steam in the course of 2012, Döhring also 
highlighted that, with gradually strengthening growth in advanced non-EU economies 
and more balanced growth in emerging markets, the current weakness of global 
demand is expected to be only temporary.  
Employment in the EU is expected to contract for some time and as wages increase 
only modestly (which is very unlikely to change in the upcoming year) domestic 
demand continues to decrease, with consumption being held back by decreases in real 
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disposable income and deleveraging (in some MS). However, the implementation of the 
policy measures announced at the EU/Euro area level and by Member States should 
further reduce financial stress and lead to a gradual increase in confidence across the 
EU, a precondition to increase investment and private consumption.  
3.4 Perfect storm conditions - what matters most for commodity price developments? 
John Baffes (The World Bank) highlighted that most commodity prices are still high by 
historical standards. When looking at the cause of this increase in prices, it can be 
noted that most (though not all) of the conditions for a ‘perfect storm’ are in place: in 
the past six years all factors moved together in a way that reasonably explains the 
high commodity prices observed: increasing crude oil and fertiliser prices, increasing 
biofuel production, decreasing global stocks of several agricultural commodities, 
decreasing interest rates, increasing investment in commodity funds, a depreciation of 
the US dollar and general changes in the world economy (cf. Table 4).  
Table 4: Factors for a ‘perfect storm’ and their developments 
 
1997-
04 
2005-
12 Change 
Food price index (nominal, 2005 = 100) 89 154 73% 
MACROECONOMIC DRIVERS    
   GDP growth (middle income countries, % p.a.) 4.6 6.2 35% 
      Industrial production growth (middle income countries, % p.a.) 5.4 7.3 35% 
   Crude oil price (nominal, US$/barrel) 25 79 216% 
   Exchange rate (US$ against a broad index of currencies, 1997 = 
100) 118 104 -12% 
   Interest rate (10-year US Treasury bill, %) 5.2 3.6 -31% 
   Funds invested in commodities (US$ billion) 57 230 304% 
SECTORAL DRIVERS    
   Stocks (total of maize, wheat, and rice, months of consumption) 3.5 2.5 -29% 
   Biofuel production (tousand b/d of crude oil equivalent) 231 892 286% 
   Fertilizer price index (nominal, 2005 = 100) 69 207 200% 
   Growth in yields (average of wheat, maize, and rice, % p.a.) 1.4 0.5 -64% 
      Yields (average of wheat, maize, and rice, tons/hectare) 3.7 4.0 8% 
   Natural disasters (droughts, floods, and extreme temperatures) 174 207 19% 
   Policies (Producer NPC for OECD countries, %) 1.3 1.1 -15% 
Sources: Barclays Capital, Center for Research for the Epidemiology of Disasters, Federal Reserve Bank 
of St. Louis, Organization of Economic Cooperation and Development, US Department of Agriculture, US 
Treasury, World Bank, and author’s calculations. 
Note: 2012 data for some variables are preliminary. 
Using data from 1960 to 2012, the World Bank assessed the impact of specific factors 
on agricultural market prices. Results indicate that oil prices account for more than 
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half of the price variability, while the stock to use ratio explains about 15% and 
exchange rates about 10%. Thus, as the remaining variables do not explain much of 
the agricultural commodity price developments, the most important uncertainty for 
agricultural markets seems to come from the energy markets. Baffes went on to 
outline that although price volatility declined and is now down to 'historical' norms, 
price co-movement remains high by historical standards, even compared to the 
inflationary 1970s. Furthermore, and despite moderation during the past 2.5 years, 
correlation between crude oil and other prices is still high and the increase in oil 
consumption in non-OECD countries is very significant and could bring additional 
volatility to agricultural markets. 
 
3.5 The volatility of agricultural prices and the role of speculation 
Christopher L. Gilbert (University of Trento) also focused in his presentation on the 
volatility of agricultural prices. He first highlighted the distinction that has to be made 
between volatility and high prices. In common discussions, people often say a price is 
volatile when they actually want to imply that it has risen. While volatility indeed 
tends to be positively correlated with price levels since both are symptomatic of tight 
markets, prices can be high but exhibit low volatility. Concern in relation to food price 
volatility was stimulated by the grains price spike of 2007-08. Many commentators 
jumped to the conclusion that food prices would become both permanently higher and 
more volatile. Using monthly data, Gilbert and his colleague Wyn Morgan analysed the 
volatility of 19 food commodities over the 40-year period 1970-2009. They found that 
volatility had only increased significantly over the second half of the period (1990-
2009) relative to the first two decades for two of the 19 commodities (bananas and 
rice) whereas it had decreased significantly for nine of the commodities. The food price 
rises of 1972-74 were much larger than those of 2007-08 and 2009-10. However, 
when taking a shorter term perspective and updating the analysis with data for 2010-
11, Gilbert stressed that there is indeed some evidence of increased volatility in grains 
prices, with beef (as it is dependent on maize feed) and sunflower oil also showing 
increased volatility. The chart in Figure 3 presents the difference between the 2000-06 
and 2007-11 volatilities. Dark bars indicate cases where the change in volatility is 
statistically significant. There are statically significant increases for seven (rice, wheat, 
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sunflower oil, coconut oil, sorghum, maize and beef) of the 19 food commodities 
analysed and decreases for only four (lamb, coffee, oranges and bananas).  
Figure 3: Volatility in agricultural prices 
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 Source: Presentation Gilbert (University of Trento) 
Turning to the analyses of the sources of increased price volatility, Gilbert assessed 
the impact of biofuels and speculation in more detail. Regarding biofuels, Gilbert noted 
that most of the work on the effects of biofuels on food prices has focused on price 
level effects, as the use of maize for ethanol and vegetable oils for biodiesel shifts the 
demand curve to the right. As higher prices will eventually bring forth additional 
production this impact will be larger in the short run than the long run. The 
attractiveness of converting food crops into biofuels depends on energy prices. Shocks 
to energy prices are therefore likely to transmit to food prices and this volatility 
impact will not diminish with the passage of time. Gilbert also highlighted that 
inflexible mandates (quantities are fixed) reduce demand elasticities and hence 
increase volatility. 
Regarding the impact of speculation on agricultural prices, Gilbert’s analyses show 
that index investors (traders, producers and merchants) probably did contribute to the 
rise in food prices in 2007-08 and the subsequent fall in late 2008. However, with 
regard to price volatility, econometric tests show that both the trading of index 
investors and traditional speculators tends to reduce volatility. Therefore, according to 
Gilbert’s analyses the most likely culprit for increased volatility in agricultural 
commodity markets seems to be diversion of food crops to biofuel uses. 
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3.6 Main points of the session discussion 
The discussion of this session focused on the general assumptions regarding 
macroeconomic developments and their importance for the projections of agricultural 
commodity markets. The macroeconomic assumptions underlying the projections for 
the EU agricultural markets take a business as usual approach after the difficulties in 
the short run, i.e. a return to a stable economic growth path along the lines of the 
previous decade is assumed from 2015 in the EU. However, participants of the 
workshop emphasised that these underlying assumptions are still very uncertain and 
some of the participants stated that they are generally more pessimistic with regard 
to global macroeconomic developments. They do not expect such a rapid return to 
normal growth rates due in particular to the financial crisis in the Euro area and the 
public debt levels in the US.  
It was stressed that the negative feedback loop that currently exists in the triangle of 
‘financial stability’ (weak banks), ‘sovereign debt’ (weak public finances) and ‘economic 
growth’ (weak growth) needs to be broken to bring trust back into the markets and 
solve the economic crisis (cf. Figure 4). While this feedback loop leads downward due 
to the financial and economic turmoil, the same loop will lead upward to resolve the 
economic crises once trust returns to the markets. Many workshop participants are 
convinced that, after some more time spent further muddling through the economic 
crises, confidence will come back into the markets and the negative feedback loop will 
be broken. 
Figure 4: Feedback loops and crisis resolution 
 
Source: Presentation Döhring (DG ECFIN) 
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The preliminary baseline assumes a capped exchange rate of 1.35 USD/EUR. This 
assumption was the subject of some discussion, and while about 20% of the workshop 
participants see the exchange rate in the year 2022 being at the currently assumed 
level between 1.25 and 1.35 USD/EUR, about 50% expect it to be above and about 
22% for it to be below 1.25 USD/EUR. Regarding the oil price, the preliminary baseline 
assumes a price for crude oil of 110 USD/barrel in the final projection year 2022. 
While about 42% of the workshop participants agree with this assumption and expect 
the oil price to be between 90 USD/barrel and 120 USD/barrel, 50% expect a level 
above 120 USD/barrel and 8% a level below 60 USD/barrel. The voting on the 
expectations of the workshop participants regarding exchange rate and oil price 
underlined the fact that the developments of macroeconomic variables are rather 
uncertain and may differ from the assumptions used for the baseline exercise. 
Therefore workshop participants explicitly appreciated the partial stochastic analysis 
of macroeconomic variables in the context of the uncertainty analyses performed on 
the European Commission’s outlook, as this helps to highlight and better understand 
the sensitivity of the baseline results to the related uncertainties. 
4. Biofuels: a key source of uncertainty  
In recent years the grains markets have been increasingly affected by developments in 
the biofuel markets, which are themselves still strongly dependent on biofuel policies. 
Biofuel mandates in the US and targets in the EU are considered especially key for 
biofuel demand. This session was dedicated to the preliminary baseline results for 
biofuels and the related uncertainties like the fulfilment of the EU biofuel targets, a 
mandate waiver in the US, and the development of second-generation biofuels 
production. 
4.1 EU to become second largest biofuel user 
Stephan Hubertus Gay (DG AGRI) presented the preliminary outlook results for the EU 
biofuel markets. For the preliminary outlook it is assumed that no changes are made 
with regard to the existing EU biofuel policy and that the mandate of the Renewable 
Energy Directive (RED) is met in the year 2020. With respect to the fulfilment of the 
10% transport fuel target, second-generation biofuels, including biodiesel from waste 
oils, are counted as double, and their shares in biofuels' use are assumed at 0.2% and 
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0.9% respectively. A further assumption is that ethanol develops more favourably than 
biodiesel. In addition, in a context of slightly declining overall fuel consumption, the 
share of diesel over petrol is increasing.  
Projection results show that the EU would become the second largest biofuel user over 
the projection period. Thus, although still well behind the biofuel consumption of the 
US, biofuel consumption in the EU would be above the level of Brazil. While the share 
of first- and second-generation biofuels is determined exogenously, the allocation of 
ethanol versus biodiesel consumption is determined endogenously in the model. The 
main results on energy shares show that ethanol would represent 11.3% of EU petrol 
consumption and biodiesel 7.9% of EU diesel consumption in 2022. To reach this level, 
EU ethanol production would further increase over the medium term, with an 
acceleration projected after 2013. Wheat and especially maize would remain the major 
ethanol feedstocks, with projection results showing a considerable increase in other 
cereals (maize), and the share of sugar beet is also projected to increase (cf. Figure 5). 
In addition, about three million tonnes of ethanol in oil equivalent would be imported. 
The increase in EU biodiesel production expected to be fairly gradual.  
Figure 5: EU ethanol production by feedstock (million litres) 
 
 Source: Presentation Gay (DG AGRI) 
4.2 Uncertainties in the EU’s biofuel sector 
Zebedee Nii-Naate (JRC-IPTS) presented the uncertainty analysis for the biofuel sector. 
The main uncertainties are related to the EU biofuels' policy, and therefore one 
uncertainty analysis assumes that only 80% of the biofuels mandate would be 
realised, i.e. EU Member States achieve only 8% of transport fuel consumption from 
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renewable energy by 2020 (instead of the 10% mandated). A second scenario (ILUC) 
assumes a modification of the RED to foresee that a maximum amount of 5% of first-
generation biofuels can be counted towards the 10% renewable energy target, the use 
of oil crops as feedstock is to be reduced drastically and second-generation biofuels 
are accounted for at four times their energy content and biofuels from waste oils are 
counted twice (c.f. Table 5). 
Table 5: EU-27 biofuels energy shares, 2020 (%) 
 2020 Baseline 80% Mandate ILUC 
Biofuel (in fuel)* 10% 8% 9.2% 
1st generation (in fuel) 7.8% 6.1% 5% 
2nd generation (in fuel) 0.2% 0.2% 0.6% 
Waste oil (in fuel) 0.9% 0.8% 0.9% 
Biodiesel (in diesel) 8.1% 6.9% 2.7% 
Ethanol (in petrol) 11.1% 7.4% 16.4% 
 Source: Presentation Nii-Naate (JRC-IPTS); * Renewable Energy Directive accounting 
In the uncertainty scenario of an 80% fulfillment of the mandate less arable crops are 
used for biofuel production. EU biofuel and feedstock prices decrease, which would 
also lead to a small decrease in world prices. Furthermore, a large decrease in ethanol 
imports is projected whereas exports of arable crops would increase. In the ILUC 
uncertainty scenario projections show an extreme decrease in the use of vegetable oils 
for biodiesel. This decrease is partially offset by an increased use of cereals for 
ethanol. Prices for biodiesel and vegetable oils are expected to fall significantly. 
Imports of biodiesel are projected to collapse and EU net exports of vegetable oils 
would improve. As in this scenario more cereals would be used for the production of 
ethanol, cereal imports would increase and exports decrease (cf. Figure 5). However, 
the resulting share of ethanol in petrol would imply a modification of the car industry 
towards more flexible-fuel cars and the adaptation of more cars for the use of fuel 
mixtures with 85% and 15% ethanol respectively. 
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Figure 6: EU biofuel feedstocks and prices, 2022 
  
Source: Presentation Nii-Naate (JRC-IPTS) 
Interesting results for the biofuels sector were also obtained by the partial stochastic 
analysis of macroeconomic variables and crop yields (cf. section 2.1). Nii-Naate 
thereby focused on the example of low maize yields in the US and either high or low 
crude oil prices. Scenario results indicate that if crude oil prices were higher than those 
assumed in the preliminary baseline, limited net exports of maize from the US and a 
binding EU mandate would favour biodiesel because the feedstock price increases for 
ethanol would outstrip biodiesel. Thus, high oil prices incentivise production and 
consumption increases of biodiesel. By contrast, low crude oil prices would lead to 
decreases in domestic biofuel production, resulting in increased imports of ethanol and 
biodiesel. Coarse grain prices would increase because of low maize yields in the US, 
with high oil prices exacerbating this increase. Furthermore, high oil prices would lead 
to improvements in the EU’s trading position in coarse grains and ethanol, whereas low 
oil prices would result in a deterioration of the EU's arable crops trading position.  
 
4.3 Outlook for second-generation biofuel production 
Christoph Berg (F.O. Licht) first commented explicitly on the biofuel results of the 
preliminary baseline projections and stressed that the Commission seems to be too 
optimistic and the numbers are well above the current production capacities in the EU. 
Taking into account that presently production capacities are only used to about 50%, 
there is currently no incentive for business to invest in biofuels, and Berg does not 
expect the situation to change in the near future. Moreover, as it takes about 4-5 
years from the time the building of a new production plant for first-generation biofuel 
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is announced until it actually begins to function, Berg does not expect new production 
capacities before 2022.  
Berg further explained that the projected baseline demand for bioethanol of almost 
nine million tonnes implies an excessively high market share, as it would require 
widespread use of E-85 fuel19 with flexible-fuel cars, which in the EU are currently only 
used in Sweden. With regard to feedstock, Berg agrees with the projections that maize 
in particular would increasingly be used for bioethanol. However, he also pointed out 
that there is an increasing competition for maize for other bioenergy production, such 
as for biogas. Regarding sugar beet ethanol, Berg does not expect the production 
increases projected in the preliminary baseline as currently not much investment can 
be observed. With respect to biodiesel, even though production capacities are actually 
already above the 2022 figures (i.e. there is more than enough capacity), Berg does 
not really expect the EU biodiesel production to expand up to the projected amounts. 
Berg concluded that the EU will not meet its biofuel targets in 2020. 
Turning to the general outlook for second generation biofuels production, Christoph 
Berg focused on the prospects of cellulosic ethanol production. Global cellulosic 
ethanol capacity slowly but steadily increased over the past few years and there are 
plans to reach a capacity of about 800 million litres by 2014. Worldwide currently 
operational cellulosic ethanol plants have a capacity of about 75 million litres and 
plants with an overall capacity of about 400 million tonnes are currently under 
construction and should be operational in 2013 (cf. Figure 7). 
                                                 
19 E-85 is a fuel that contains 85% ethanol and 15% petrol. 
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Figure 7: Cellulosic Ethanol Plants 2012 
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76 mln under construction.
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Japan
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 Source: Presentation Berg (F.O. Licht) 
Berg presented some Lighthouse projects for cellulosic ethanol plants in the world that 
will lead the market in the near future. The only project in the EU is being constructed 
by Chemtex in Crescentino, Italy. The Chemtex plant costs about 140 million Euros, will 
have a production capacity of 50-76 million litres and the feedstock used will be 
wheat straw. The operators of Chemtex plan to license their knowledge with roll-outs 
in Brazil and the US. Enerkem is building a cellulosic ethanol plant in Edmonton, 
Canada. The Enerkem plant will have a capacity of 38 million litres, will cost about 70 
million Canadian Dollars and its feedstock will be municipal solid waste (MSW). Roll-
outs of three plants are planned in Canada. In the US, POET is currently constructing a 
plant in Emmetsburg (Iowa), with a capacity of 76 million litres. Construction costs for 
the POET plant will be about 250 million USD and the feedstock used will be maize 
stover. POET plans several roll-outs in the US. The biggest plant currently under 
construction is being built by Abengoa and is planned to be finished in 2014. The plant 
has rather massive costs of 467 million USD and will have a production capacity of 90 
million litres. Feedstock for the plant will be maize stover and the company plans 
several roll-outs in the US and also in the EU. 
Concluding his presentation, Berg highlighted that second-generation biofuels are 
gaining momentum, and 2013 will be a milestone year. Most growth will take place in 
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the US and Brazil (in the latter because there is good feedstock due to sugar cane). 
Regarding the developments in the EU, Berg thinks that incentives for investment in 
second-generation biofuels are too weak (i.e. it is currently not attractive to invest in 
cellulosic ethanol plants in the EU). 
 
4.4 US ethanol market, mandates and wavers 
Wyatt Thompson (FAPRI) presented the results of an analysis of waiving the biofuel 
use mandates, or Renewable Fuel Standard (RFS) in the US20. Waiving the mandates is 
currently under discussion in the US as it could reduce demand for agricultural 
feedstocks, and potentially offset some of the impacts of the 2012 drought in the US. 
The waiver option analysed is a reduction of the overall mandate and the model used 
for the analysis is the FAPRI-MU model that includes biofuel and agricultural 
commodity markets. 
Results of the analysis indicate that a reduction of the overall RFS would only have a 
small negative effect on the maize price in 2012/13 relative to the baseline. The effect 
is small because the mandate is not very binding, in other words overall ethanol 
production is motivated by the current market conditions for crop, fuel and oil markets 
and not by the RFS. However, the effects of a 2012/13 mandate waiver could be 
greater in 2013/14. In the US, extra biofuel use in one year allows counting biofuel use 
against the mandate in the next year via a certificate system. Thus, if the waiver 
allows saving certificates for the next year, then the mandate might be easier to meet 
in 2013/14. In this case, maize prices in the year 2013/14 would be lower than in the 
baseline (cf. Figure 8).21 
                                                 
20 The mandates are minimum levels of biofuel use. 
21 More information is given in Thompson, W., P. Westhoff, J. Binfield (2012): 'Renewable Fuel Standard 
Waiver Options during the Drought of 2012'. FAPRI-MU Report No 11-12, Food and Agricultural Policy 
Research Institute (FAPRI) at the University of Missouri (MU), Columbia, US. 
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Figure 8: Delayed impacts of a RFS waiver in the US 
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 Source: Presentation Thompson (FAPRI) 
 
4.5 Ethanol cross-trade due to biofuel policies: fuelling resource use and GHG 
emissions 
Focusing on two-way trade in ethanol between the US and Brazil, Seth Meyer (FAO) 
gave a presentation on how environmental legislation on biofuels actually encourages 
resource use and greenhouse gas (GHG) emissions. A new phenomenon in the global 
biofuels economy can be observed: the mutual exchange of bioethanol between the US 
and Brazil. In Brazil ethanol is mainly produced from sugar cane and in the US 
primarily from maize; however, irrespective of its source, the produced bioethanol in 
both countries is physically a homogeneous product. Ethanol cross trade increased 
considerably in 2011 and 2012 with large quantities of ethanol crossing paths 
between the two countries. In a study done by Meyer, Schmidhuber and Barreiro-Hurlé 
the authors found that the notable volumes of the two-way trade in ethanol could not 
be explained by traditional market factors (seasonality, border trade, tariff 
disaggregation). Instead, Meyer and his colleagues found that the driving forces behind 
this trade are environmental policies, which make a physically homogeneous product a 
differentiated one by intending to foster carbon saving production methods of the 
underlying feedstocks (and processing methods).  
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The US mandate system, known as the Renewable Fuel Standard 2 (RFS2)22, is 
governed by the Energy Independence and Security Act of 2007 (EISA).23 The legislated 
biofuel mandates in the US are minimum quantities set for the following four 
categories of biofuels (segmented based on feedstocks, process, fuel type and GHG 
reduction score): renewable fuel, advanced biofuel, bio-based diesel and cellulosic 
biofuel. While the overall biofuel mandate (renewable fuel) explicitly includes maize 
starch ethanol, the specific mandate for 'advanced fuels' excludes maize starch 
ethanol but includes sugar ethanol24. Advanced fuels are supposed to be ‘cleaner’, i.e. 
they have a higher potential for reduced GHG emissions, and advanced fuels blended 
in excess of the advanced mandate can therefore be used to satisfy the total 
renewable fuels mandate (i.e. advanced ethanol can crowd out conventional ethanol, 
but not vice versa). Furthermore, within the advanced fuel category, other advanced 
ethanol (like cane-based ethanol) can substitute for mandated cellulosic ethanol. This 
opens up an import opportunity for sugar cane-based ethanol from Brazil. 
Figure 9: US mandate classification of biofuels 
Mandate GHG reduction minimum Feedstocks, fuels and processes 
Renewable Fuels (T) 20% (all of below and) Ethanol from maize starch 
Advanced Fuels (A) 50% 
(all of below and) Sugar, Starch other than maize, bio-
based diesel from co-processing with petroleum, butanol, 
biogas 
Bio-based Diesel (B) 50% 
Distillate replacements produced from: Vegetable oil, 
animal fats, waste   grease, animal waste and byproducts, 
excluding co-processing with petroleum 
Cellulosic Biofuel 
(S) 60% 
Derived from cellulose, hemi-cellulose or lignin from 
Renewable Biomass (from existing lands in production): 
Dedicated crops, crop residues, planted trees and residues, 
algae, yard waste and food waste 
Other feedstocks possible in each class unless explicitly excluded (such as maize starch in advanced) 
which meet the GHG reduction minimum 
Source: Presentation Meyer (FAO) 
Due to the limited abilities to produce advanced biofuels in the US, prices are higher in 
the US than they are for (cane-based) ethanol in Brazil, which gives an incentive to 
                                                 
22 http://www.epa.gov/otaq/fuels/renewablefuels/  
23 Energy Independence and Security Act (EISA) of 2007: 
http://www.gpo.gov/fdsys/pkg/PLAW-110publ140/pdf/PLAW-110publ140.pdf 
24 Meyer pointed out that the idea behind this legislation may be to not only capture environmental 
concerns (GHG emissions) but also food security concerns (by explicitly excluding maize from the 
advanced biofuels quota and thus limiting maize as a feedstock for fuel production).  
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trade. Ethanol exports from Brazil to the US obviously result in a decrease in the 
amount of bioethanol available in Brazil, provoking a price increase for ethanol in the 
domestic market. This opens up the possibility for conventional (maize) ethanol to be 
exported from the US to Brazil. The total volume of the ethanol cross trade between 
Brazil and the US (for every gallon of advanced ethanol drawn into the US, how much 
conventional ethanol is sent back) is determined by the relative demand and supply 
elasticities in the two markets (as influenced by policies and the blend wall) and the 
market context (mainly oil and feedstock prices). However, it is likely that cross trade 
will increase (at substantially larger volumes) as the size of the mandate for advanced 
fuels in the US will expand rapidly over the next decade.  
Turning to the environmental effects of the ethanol cross trade between Brazil and the 
US, Meyer emphasized that considerable amounts of transportation fuel are consumed 
in the mutual exchange of ethanol, which means that (i) additional fossil energy is 
consumed along with the associated GHG emissions and (ii) transportation costs 
increase the final product price for consumers and may reduce demand for renewable 
fuels. Both issues are in direct conflict with the stated objectives of reducing the 
consumption of fossil fuels and lowering GHG emissions. Meyer highlighted that cross 
trade could be eliminated (and consequently both costs and GHG emissions reduced) 
by an inter-country ‘book and claim’ system based on (international) Renewable 
Identification Numbers (RINs).25 With such a system between the US and Brazil it would 
actually not be necessary to trade the biofuels physically, which would not only save 
transport costs and GHG emissions from shipping, but also lead to lower ethanol prices 
in both markets and potentially induce domestic consumption increases in both 
countries.  
 
4.6 Summary of the session discussion 
In the discussion some comments were made on the externalities related to biofuel 
policies (like ILUC or the ethanol cross trade) which are not taken into account equally 
in all countries. It was stressed that assumptions on biofuel developments do indeed 
matter as they are a driving force for agricultural market developments. Therefore 
                                                 
25 In the US a RIN is a serial number that indicates the biofuel type. RINs are used to track biofuel 
production, use and trade. The RINs are used by blenders to prove that they meet the mandates. 
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most of the session discussion was dedicated to whether or not the EU will be able to 
fulfil its biofuel mandates in 2020. Even though the ethanol and biodiesel forecasts 
according to the National Renewable Energy Action Plans (NREAP) of the EU Member 
States foresee that the mandate will be met, workshop participants consider the 
Member States forecasts overly optimistic. In addition, the use of second-generation 
biofuels will be limited as production is still expected to stay at a low level. 
Workshop participants highlighted that one of the major risks for the EU biofuels 
sector is the slow implementation of the RED in EU Member States. Another risk is 
related to potential policy changes that could impose more stringent sustainability 
requirements and the consideration of ILUC factors, which could affect biodiesel 
supply especially. 
Members of DG AGRI and the JRC-IPTS involved in the baseline construction process 
agreed that the assumption of a fulfilment of the EU biofuel mandate seems to be too 
optimistic. However, the baseline approach is usually to take existing and already 
agreed policies as given, and therefore it is also assumed that the EU mandate of the 
Renewable Energy Directive will be met. To capture the uncertainty involved, the 
conducted uncertainty analysis includes one scenario where the biofuel mandate would 
only be fulfilled by 80%. 
 
5. Cereals, oilseeds, sugar: production, productivity and related 
uncertainties 
This session was dedicated to the discussion of the preliminary baseline results for 
cereals, oilseeds and sugar, and related uncertainties like the impact of yield 
uncertainties and climate change, use of sugar for ethanol, or the implications of the 
recent US drought for the developments in world grains and oilseeds markets. 
 
5.1 Decreased yield dynamics in the EU 
Stephan Hubertus Gay (DG AGRI) presented the preliminary outlook results for cereals, 
oilseeds and sugar. The arable crop area in the main exporting countries is expected to 
expand over the projection period, especially in Russia and Ukraine. Yields are also 
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projected to increase, with the biggest yield increases expected in Russia for wheat 
and oilseeds, in the US for coarse grains and in Australia for all arable crops. In the EU, 
even though the overall utilised agricultural area is projected to further decrease (due 
to the use of land for building purposes and also for the protection of forest land and 
other habitats), the decline is expected to be slower than in the last decade. While the 
barley area is likely to decline, the areas for wheat and oilseeds in the EU are expected 
to slightly increase. In the past, developments with respect to yield and area changes 
have been quite diverse, with rapeseed area and sugar beet yield progressing most, 
but the preliminary projections indicate that arable crops' area and yield will move 
closer together over the medium term. Projected yield increases are based on recent 
trends and are especially low for common wheat whereas they are more dynamic for 
sunflower seed, maize, rapeseed and sugar beet (cf. Figure 10).  
Figure 10:  Changes in area and yields by main crops 
       between 1996-2000 and 2008-2012     between 2008-2012 and 
2022  
 
Source: Presentation Gay (DG AGRI); Note: the size of the bubble refers to the share in area harvested on 
average in the years 1996-2000 (left panel) and 2008-2012 (right panel). 
Preliminary projection results put the total wheat production in the EU-27 at 148.4 
million tonnes in 2022 and production of coarse grains and total oilseeds at 160 and 
34.5 million tonnes respectively. Regarding the EU net trade position, the EU is 
expected to remain a considerable net importer of oilseeds (mainly soybeans) and a 
net exporter of cereals. Even though the cereals outlook for the EU is generally 
positive, the stock to domestic use ratio is projected to remain tight (and below the 
ratio of the last decade). After the 2012 price spike due to the drought, world and EU 
grain prices may be lower for a few years before reaching high levels again driven by 
the dynamic world demand. 
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Sugar production in the EU is expected to increase over the projection period, mainly 
driven by increasing world prices and growing demand for bioethanol, as well as by the 
end of the EU sugar quota regime. Competition on the domestic sugar market is also 
expected to come from the increasing use of isoglucose. The EU has been a net 
importer of sugar since the EU sugar reform in 2006, but preliminary projection results 
indicate that the EU will come close to self-sufficiency by the end of the projection 
period.  
 
5.2 Impact of yield uncertainties and climate change 
Marco Artavia and Pavel Ciaian (both JRC-IPTS) presented the major results of the 
uncertainty analyses for the grains sector with respect to the impacts of yield 
uncertainties and climate change. The impacts of yield uncertainties on the EU-27 
agricultural markets were depicted at Member State level with the ESIM model (cf. 
section 2.1). The stochastic shocks were introduced in 2022 and no land adaptation 
was assumed (which reflects farmers’ inability to change land allocation in the same 
year the extreme weather event occurs). Scenario results reveal that while yield 
uncertainty may not be a very important factor at the aggregated EU-27 level it most 
certainly is at Member State level, especially in the EU-N12 (cf. Figure 11). In 
particular, in Romania, Bulgaria and Hungary the weather uncertainty seems to be 
greater than in other EU regions because of a higher frequency of extreme weather events 
and a lower level of mechanisation (irrigation, etc.). In addition, yield variability is much 
higher for maize than for common wheat. Turning to the effects of short-run yield 
uncertainty on prices, Artavia highlighted the different levels of price variability 
between the crops, with wheat, barley and soybeans showing a relatively high 
variability and maize, rapeseed and sunflower seed a relatively low variability. The 
difference can be explained by the demand elasticity of the world market players and 
their market share. 
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Figure 11: Distribution of maize yield in the EU (in t/ha) 
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 Source: Presentation Artavia and Ciaian (JRC-IPTS) 
The medium-run economic impacts of climate change on EU agriculture were assessed 
using the CAPRI model. Climate change is reflected through yield changes provided by 
the BIOMA biophysical modelling platform and for the uncertainty analysis only the EU 
is considered. The scenarios conducted were ‘no adaptation’ (i.e. the same as in the 
baseline) and ‘maximum yield adaptation’ (cf. section 2.3). Scenario results indicate 
that climate change has an overall positive effect on yields in the EU, except in the 
case of sunflower seed in the no adaptation scenario. The yield changes in the 
maximum yield  adaptation scenario are higher and lie between 2% and 33%. The 
higher yields convert to production increases in the EU, but there are significant 
differences in adjustment patterns between sectors and EU regions. As yields increase 
the most in maize, production increases in maize are much higher than for other crops. 
Furthermore, the simulation results indicate that prices of agricultural commodities 
will decrease due to the higher output levels. Overall, the change in the total value of 
EU production is projected to be relatively small at the aggregated level, with -0.1% in 
the no adaptation scenario and -5% in the maximum yield adaptation scenario (cf. 
Figure 12). However, in the latter scenario, many of the Southern regions of the EU see 
larger decreases in production value while in the south of England, north of Germany 
or Sweden the yield gains offset the decreases in prices and the production value is 
higher than in the baseline. 
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Figure 12: Regional changes in the value of production due to climate change 
(2020, % change relative to baseline) 
       no adaptation           maximum yield 
adaptation 
 
 Source: Presentation Artavia and Ciaian (JRC-IPTS) 
 
5.3 Sugar markets and ethanol use of sugar 
Thordis Möller (Nordzucker AG) presented information on the EU and world sugar 
markets in 2012/13 and also on the use of sugar for energy. Reflecting on the current 
situation and the very recent past of the EU sugar market, Möller highlighted that the 
high beet and sugar yields in 2011/12 led to the highest level of EU production in six 
years at 18.4 million tonnes of raw sugar equivalent (rse). Although the 2012/13 
season started with good conditions similar to the previous season, 2012/13 will not 
reach the record level of 2011/12. While the sugar beet area in the EU remained 
unchanged (14.2 million hectares), the average sugar yield is expected to be around 12 
t/ha in 2012/13, compared to the 13 t/ha of 2011/12. Therefore, compared to the 
previous season, overall production is expected to decrease in 2012/13 by 1.7 million 
tonnes (-4%) to 17.7 million tonnes. France with about 4.2 tonnes (i.e. -10% compared 
to the previous season), Germany with 4.1 million tonnes (-7%) and Poland with 2 
million tonnes (-2.5%) remain the three biggest sugar producers in the EU. Despite the 
decrease in production, the EU quota limit of 13.3 million tonnes of white sugar 
equivalent (wse) will be exceeded in 2012/13.  
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Figure 13: Developments on the world sugar market (rse, million tonnes) 
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 Source: Presentation Möller (Nordzucker AG) 
Regarding world sugar markets in 2012/13, production increases in the main producing 
countries (Brazil, China and Australia) are expected to offset decreases in Europe and 
Thailand, and global production will remain at a level around 177 million tonnes. The 
International Sugar Organization (ISO) predicts that global consumption will increase 
by 1.9% to 172 million tonnes in 2012/13, thus consumption will be about 5-6 million 
tonnes below production (cf. Figure 13). Even though this development might bring an 
end to the period of low stocks, no huge price decreases are expected. 
Official data on global sugar use for ethanol production indicate that of the total 
sugar production of 154 million tonnes in 2009/2010 about 30% was used for ethanol 
(about 1.1 million tonnes of EU beet sugar, and 44 million tonnes of cane sugar). 
Möller highlighted that regarding the production capacity of EU beet ethanol it seems 
that the EU has already reached its limits (cf. Table 6). Thus, to match the results of 
the EU preliminary baseline major investments would be necessary. Möller stressed 
that it is hard to predict if such investments will occur in the EU as the future of sugar 
for energy use seems to depend mainly on EU policies (blending mandate, ILUC, etc.). 
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Table 6: EU Beet Ethanol - Capacity and Production, 2009 
 Beet Ethanol Production Capacity 
Sugar Needs  
(1000 t White Value) 
 Capacity 
(1000 cbm) 
Sugar supply 
(1000 t White 
Value) 
2009 
Czech Republic 100 147 103 
France 905 1327 1239 
Germany 265 389 330 
UK 70 103 92 
Europe total 1340 1965 1764 
Only pure fuel ethanol 885 1298 1119 
 Source: Presentation Möller (Nordzucker AG) 
5.4 The US drought and implications for world grains and oilseeds markets 
Darren Cooper (International Grains Council) presented an overview of the IGC 
projections for grains and oilseeds production. He first described the development of 
the IGC Grains and Oilseeds Index (GOI), an index for the monitoring of price trends in 
key global agricultural markets.26 The GOI shows a modest recovery for the grains and 
oilseeds complex at the beginning of 2012, led by soybeans due to poorer harvests in 
Brazil and Argentina. With the announcement of harvest losses due to the drought in 
the US, the GOI surged between June and August. Now it is still fairly volatile but 
prices are decreasing again.  
Commenting on soybeans, Cooper explained that the underlying fundamentals brought 
the world soybean market to a record high, with the main drivers being first the 
declining 2011/12 crop prospects of key exporters in South America and then the 
2012/13 yield potential forecasts in the US. World market prices weakened again as 
crop prospects for the key exporters in South America are now good for 2012/2013. 
However, even though an increase in world soybean ending stocks is forecast in 
2012/13, the stocks of the major exporters will be still rather tight and below the 5-
year average. 
The global maize market has rallied sharply and prices have outperformed those of 
other grains, notably since the US yield potential diminished. Maize stocks tighten 
markedly, especially in the four major exporting countries (US, Brazil, Ukraine, 
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Argentina), where stocks may fall to their lowest level in 16 years. Tight supplies, high 
prices and larger crop harvests in some importing countries may limit the world maize 
trade and therefore total use is forecast to decline for the first time in 19 years.  
For the wheat market, attention is drawn to the Black Sea region (Russia, Ukraine and 
Kazakhstan) where production is expected to fall by nearly 40% in 2012/13 compared 
to the previous season. This production decrease significantly curtails the export 
potential of the region, and the IGC forecasts a fall in Black Sea wheat exports of 
almost 50% to about 20 million tonnes (cf. Figure 14). Speculation as to whether 
Ukraine will curb its wheat exports might further influence world market price 
developments. Due to the relatively high wheat prices, the total harvested wheat area 
for 2013/14 is expected to increase by about 2%.  
Figure 14: Fall in global wheat stocks led by trade declines in major exporters 
       Wheat stocks (million t)        Wheat trade in 2012/2013 (million t) 
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 Source: Presentation Cooper (International Grains Council).  
The IGC forecasts a decline in total grains production in 2012/13 of about 5% 
compared to last year and, even though consumption is contracting for the first time in 
14 years, stocks are expected to decrease by about 45 million tonnes. Commenting on 
the projections up to the year 2016/17, Cooper emphasized that the current tight 
situation in major wheat and maize exporters’ closing stocks will probably not ease 
much over the next five years. 
26 The IGC Grains and Oilseeds Index (GOI) follows the day-to-day price changes for wheat, maize, 
barley, sorghum, rice, soybeans and canola. The index is calculated using 22 USD-denominated daily 
export quotations at leading origins. More information on the IGC GOI is given at 
www.igc.int/grainsupdate/igc_goi.xls  
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5.5 Summary of the session discussion 
In the open discussion the reasonably optimistic outlook for developments in the grain 
markets was confirmed. However, the general tendency towards low stock levels was 
emphasised, as this makes the market vulnerable to any interruptions or shortcomings 
on the supply side. Moreover, price volatility is a logical consequence of insufficient 
stocks. It was also pointed out that, even though they are not really available to the 
world market, stocks in China are quite important for world market developments. 
Furthermore, it was highlighted that India might become a significant exporter of low 
quality wheat. 
Discussing the uncertainty analysis with respect to the effects of climate change on 
grain production in the EU, it was emphasised that due to the underlying trend 
assumptions for yields in the model, climate change adaptation is already to a certain 
extent considered and hence the effects might be overestimated. On the other hand, it 
was also stressed that the most ‘optimistic’ scenario was used for the analysis, which 
implies that climate change could obviously also provoke much stronger effects than 
those presented. Whether climate change will be an important cause of uncertainty in 
agriculture over the next ten years elicited differing opinions from the workshop 
participants, with 43% thinking that it would be, but 50% thinking it is overstated and 
7% considering it unimportant in the medium term. 
It does not seem to be clear what the actual effects of the abolition of the sugar quota 
in the EU will be for the market. The resulting production effects of the quota abolition 
will mainly depend on the relation of the sugar price to wheat and oilseed prices. While 
the general assumptions in the Commission’s preliminary outlook for sugar were 
widely accepted by the workshop participants, the projected increase in sugar 
production due to a higher use for biofuels was questioned due to the level of 
investments this development would require and the low incentives to go in that 
direction.  
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6. Drivers of supply and demand for milk and dairy markets and related 
uncertainties 
In this session the focus was on the preliminary baseline results for the EU milk and 
dairy markets and uncertainties related to exchange rates, higher input costs in the EU 
and general developments in the world markets. 
 
6.1 Favourable prospects for EU dairy products 
Beatriz Velazquez (DG AGRI) presented the preliminary outlook results for the dairy 
markets. The medium-term projections for milk and dairy products are favourable. 
Global demand will continue to increase, mainly driven by global population and 
economic growth and an increasing preference for dairy products. In the short-term, 
farmers' margins could be under pressure in the EU, due to the high feed prices 
following the 2012 drought. Furthermore, the expected increase in milk production in 
the first two years following the milk quota expiry could also have a negative impact 
on dairy prices.  
Looking into the specific dairy commodities, Velazquez pointed out that EU demand is 
a key factor in the sustained expansion of the production of fresh dairy products 
(including drinking milk, cream and yogurt). This is a projected increase of 6% by 2022 
compared to 2011. EU cheese and SMP production and exports are projected to 
increase, especially due to growing world demand. EU cheese production could expand 
6% by 2022 compared to 2011 and exports by more than 36%. SMP production is 
expected to increase by 22% and exports by 28% by the end of the projection period 
compared to 2011. A lower increase in butter production is projected, with a total 
increase of 2.5% by 2022 compared to 2011, although exports could nonetheless rise 
by 24%. WMP prospects depict a stable EU market and a small decrease in export 
possibilities as production in Oceania dominates the WMP world market. Despite the 
increase in EU exports of dairy commodities, the respective EU world market shares 
remain almost unchanged in 2022 compared to 2012, albeit at a high level for SMP 
and cheese (around 30%). This is the result of a very dynamic world market, with 
exports growing at a faster rate outside the EU (cf. Figure 15).  
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Figure 15: EU world market shares in dairy commodities 
 
 Source: Presentation Velazquez (DG AGRI) 
 
6.2 Uncertainties related to exchange rates and higher input costs 
The main results of the uncertainty analyses for the dairy baseline projections were 
presented by Sophie Hélaine and Ben Van Doorslaer (JRC-IPTS), focusing specifically on 
the dairy trade flows' sensitivity to exchange rates and the regional impact of higher 
input costs in the EU. The impacts of exchange rate uncertainties on dairy trade flows 
were assessed through the analysis of the mean results of a subset of the partial 
stochastic simulations run with the AGLINK-COSIMO model (cf. section 2.1). As could 
be expected, the results of the simulations with the Euro at 1.2 USD/EUR (i.e. weaker 
than in the baseline where the exchange rate is set at 1.35 USD/EUR in 2022) show 
that the EU is more competitive on the world market and can export more dairy 
products, especially butter. By contrast, if the Euro is stronger than in the baseline, at 
1.60 USD/EUR in 2022, results indicate less dairy exports, with the smallest decreases 
being projected for cheese, because the EU is the major player on the world cheese 
market. Regarding the effects of a different exchange rate for EU dairy prices and 
production, Hélaine concentrated on the scenario results of a stronger Euro (but she 
highlighted that the results with a weaker Euro show effectively a symmetrical mirror 
image). With an exchange rate of 1.60 USD/EUR (i.e. stronger than in the baseline) the 
EU prices for all dairy products would be lower. Production would decrease (SMP the 
most with -6%) as the lower feed costs resulting from a stronger Euro would not 
compensate for the decrease in prices following the lower export demand (Figure 16).  
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Figure 16: Effects of a stronger Euro, % change in comparison to the baseline (2022) 
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 Source: Presentation Hélaine and Van Doorslaer (JRC-IPTS).  
The CAPRI model was used to analyse the regional impact of higher input costs in the 
EU (cf. section 2.2). Scenario results indicate that increased input costs provoke only a 
small decrease in total EU milk production (-0.6%). However, the impact is quite 
diverse at regional level with lower production in many Italian regions, Denmark and 
Finland and higher supply in most Spanish regions, Ireland and the UK for example. The 
regional differences reflect the different production systems (i.e. high vs. low input; 
grass-fed vs. concentrates) (cf. Figure 17). The increasing input costs and resulting 
production decreases are offset by higher milk prices. Thus, with milk prices increasing 
between 1% and 6 %, income increases in the milk sector in most regions.  
Figure 17: Change in EU milk supply (1000 tonnes) in the scenario with higher input 
costs 
 
 Source: Presentation Hélaine and Van Doorslaer (JRC-IPTS).  
 
- 52 - 
Commodity Market Development in Europe – Outlook 
6.3 Demand from emerging countries supports milk production everywhere 
Benoît Rouyer (CNIEL) focused his presentation on demand developments for dairy 
products worldwide. He explained that world demand is increasingly coming from 
emerging economies, notably India and China. Most emerging countries, especially in 
Asia and Africa, present a trade deficit for dairy products, and therefore their demand 
will support milk production everywhere, including Europe. Total international trade 
(excluding intra-EU trade) of dairy products is about 49 million tonnes in liquid milk 
equivalent, which is about 7% of world milk production. The main suppliers of the 
world dairy markets are New Zealand (with a share of 30% of the total world dairy 
trade), the EU (25%), the US (10%), Australia (6%), Belarus (5%) and Argentina (4%). 
In recent years an increase in price variability on the world market can be observed, 
which is also reflected in the European domestic dairy product market of and in the 
farm gate milk price (cf. Figure 18).   
Figure 18: World and EU price developments, 2000-2012 
 
 Source: Presentation Rouyer (CNIEL); primary sources: CNIEL, France AgriMer, ZMB 
Rouyer agrees that the outlook for the European dairy sector seems positive. 
Nonetheless the situation is not perfect, as there are three important challenges that 
should be addressed soon, namely the adaptation of dairy operators to price volatility, 
the transmission of higher input prices (especially feed costs) downstream to 
consumers and the future of less-favoured dairy areas with no (or few) agricultural 
alternatives. If the dairy industry in the EU manages to deal with these important 
challenges, the mid-term outlook for the European dairy sector will definitely be bright, 
although dairy farms remain in a financially precarious situation in most parts of 
Europe and very sensitive to any economic shocks. Rouyer sees the schedule of 
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changes (post-quota milk increase in Northern Europe and full regionalisation of the 
single farm payment per hectare) as decisive in determining if the European dairy 
sector will make it through the 2015-2020 period in good shape. 
 
6.4 Rising prosperity fuelling demand for dairy, but the global context is shifting 
Bruce Turner (Fonterra) gave a dairy market overview with a focus on emerging 
countries and outlined some longer term trends in global trade. Turner presented the 
variability of world dairy product prices over the long run as measured by Fonterra. For 
example, butter prices could range between 3,800 USD/t and 5,140 USD/t with a 
median of 4,200 USD/t and a competitive Fonterra butter price of 3,800 USD/t. For 
cheese, the spread is smaller and the Fonterra price is only slightly lower than the 
median level. Regarding the key exporters of dairy products, it is evident that exports 
from the US and the EU have picked up substantially in recent years on the back of 
strong production and weak domestic demand. Looking at the key importers of dairy 
products in 2012, a continuing trend can be observed, with imports of powders in 
developing markets and of proteins and cheese in developed countries. In general, 
rising prosperity is fuelling demand for dairy products. Fonterra's global demand 
forecasts show an annual growth at around 3% till 2020, with growth concentrated in 
emerging economies which all show rising deficits in dairy products. Drawing on the 
question of how this demand will be satisfied, Turner pointed out that there will be 
significant local supply growth, with India, China and Latin America predicted to be the 
key sources of growth in the milk industry (cf. Figure 19). Latin America, where 
production costs are low, is expected not only to be largely self-sustaining but also to 
export. In China and India it seems unlikely that production will keep pace with 
demand. 
With respect to longer term trends in the global dairy trade, Turner highlighted that 
the global context is shifting due to changes in general (economic) growth patterns. 
Prior to 2000, 70% of growth was driven by the demographic dividend (i.e. 
development opportunities related to declining fertility rates as a result of faster rates 
of economic growth and human development combined with effective policies and 
markets) mainly in OECD countries. The remaining 30% of growth was achieved by 
underlying productivity improvements. As major shocks that shift the global context 
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Turner drew attention to the demographic dividend in non-OECD countries, 
urbanisation, the aging of the populations in OECD countries and China and increasing 
trade and non-trade related linkages from technology and globalisation. As a result, 
Turner expects that by 2030 in OECD countries only about 30% of growth will 
originate from the demographic dividend. This would actually mean that 70% needs to 
come from productivity improvements, which is way above what was experienced in 
the fastest growing decade ever (US in the 60s). Thus, Turner pointed out that in the 
coming decade capital and resources will be more expensive and this, together with 
deleveraging (from both governments and consumers), will imply lower growth 
especially in developed countries. These changes will certainly influence global dairy 
market developments, and as markets are more and more correlated Turner expects 
that the relatively high volatility in dairy market prices of recent years will remain over 
the next decade. Therefore a detailed procurement portfolio that secures supply and 
manages volatile prices is essential for the dairy industry. 
Figure 19: Fonterra’s outlook for milk supply and demand annual growth by 2020 
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 Source: Presentation Turner (Fonterra) 
 
6.5 Summary of the session discussion 
In the open discussion it was highlighted once again that income is the main driver for 
global dairy demand growth, but also that the globalisation of dairy companies is an 
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important issue for development in the dairy sector. However, it was also stressed that 
food is mostly consumed where it is produced, implying that an increase in demand in 
some countries will also trigger an increase in domestic production in these countries, 
minimising the effects on the world markets for dairy products. Consequently, the 
shares of dairy commodities traded on the world market could remain fairly similar in 
the long run. Nevertheless, some experts pointed out that the production increase in 
emerging countries may take some time to catch up with the higher consumption. 
Therefore, the production projections of the European Commission’s preliminary 
baseline could also be considered too low, especially with regard to WMP in the 
medium-term. It was emphasised that the picture for the milk and dairy markets is 
generally positive, with consumption and prices fairly high and likely to continue to 
grow further. For this reason it is probable that dairy prospects are indeed the most 
optimistic among those of the agricultural commodities in the medium term. While 
workshop participants agreed that world demand for dairy products will increase, they 
were divided over the time it will take for this to happen, with 52% of the participants 
expecting demand to grow at a slower pace and 43% expecting a higher growth rate 
than in the past decade. 
Another major point in the session discussion was productivity growth in the EU. 
Further to the expiry of the production quota, efficiency gains should follow in the EU. 
Hence, productivity growth could probably be higher than indicated in the preliminary 
baseline. Indeed the baseline results show only a slow growth, but this may be due to 
fairly high input costs (especially for feed). Furthermore it was stressed that at 
Member State level the milk quota is currently only relevant in Ireland, Denmark and 
the Netherlands where the national production growth is limited by the quota level. 
Nonetheless, what is important for milk production development at Member State and 
hence EU level is structural adjustment. 
 
7. Drivers of supply and demand for meat markets and related 
uncertainties 
This session was dedicated to the discussion of the preliminary baseline results for 
meat markets and the uncertainties related to higher input costs in the EU, general 
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developments in the world meat markets, and specific beef production developments 
in Mercosur.  
 
7.1 Production and consumption recovery in the EU  
The preliminary results of the European Commission's outlook on meat markets were 
presented by Alberto D’Avino (DG AGRI). Meat production is under pressure due to 
higher costs, especially for feed. In addition, the economic turmoil and historically high 
level of unemployment in the EU tend to push EU demand further towards poultry, a 
cheaper meat option. Total meat production in the EU is expected to decline in the 
short-run. However, the results of the preliminary baseline point towards total EU 
meat production steadily recovering over the projection period, reaching about 44.7 
million tonnes in 2022. Aggregated meat consumption in the EU is expected to slightly 
increase over the projection period. In the short-term, aggregated meat demand is 
expected to be constrained by limited supply (due to a reduction in beef livestock and 
the implementation of a welfare regulation in the pig sector in 2013). Nonetheless, 
aggregated meat consumption in the EU is expected to increase slightly over the 
projection period (cf. Figure 20).  
Figure 20: Total EU meat balance 2000-2022 (million tonnes) 
 
 Source: Presentation D’Avino (DG AGRI) 
Looking into the developments of the specific meat markets, D’Avino pointed out that 
EU beef production is projected to recover steadily until 2016, driven by the positive 
development of dairy herds, but will then stagnate somewhat. By the end of the 
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projection period EU beef production is expected to be about 7.96 million tonnes. EU 
beef and veal consumption is set to decrease in the short-term as a result of its 
limited availability on the domestic market and in South America, but then to increase 
again to about 8.09 million tonnes by 2022. This implies that the per capita beef 
consumption within the EU would decrease slightly over the projection period to about 
15.7 kg. As production in the EU is projected to grow at a slower pace than 
consumption, the EU net trade position for beef deteriorates further over the 
projection period. Meanwhile, EU pork production is projected to respond to higher 
prices and grow from 2013 onwards, to about 23 million tonnes in 2022 (and thus 
almost reach the level of 2011). Pig meat is expected to remain the most consumed 
meat in the EU, and even though the per capita consumption is projected to decrease 
slightly to about 40.8 kg, total consumption will increase marginally to almost 21 
million tonnes by 2022. The EU would remain a substantial net exporter, but at lower 
levels than in 2011 and 2012 when exports were particularly high. Prospects for the 
EU poultry market are positive, with further increases in EU production to about 12.9 
million tonnes in 2022, supported by higher EU demand and a relatively good 
competiveness compared to other meats. Consumption is projected to increase to 
about 12.4 million tonnes, with a per capita consumption of 24.1 kg. Prospects for EU 
sheep and goat meat production are rather negative and production and consumption 
are expected to decline further. EU net imports are projected to remain stable over the 
projection period.  
 
7.2 Meat trade flow sensitivity to feed costs and the general impact of higher input 
costs 
The main results of the uncertainty analyses for the meat baseline projections were 
presented by Sophie Hélaine and Ben Van Doorslaer (both JRC-IPTS). For the analysis 
of the sensitivity of meat trade flows to feed costs the AGLINK-COSIMO model was 
applied incorporating a partial stochastic analysis of arable crop yield and 
macroeconomic variables' uncertainties. Out of the whole set of simulations run, 
Hélaine concentrated on the results of two subsets of around 60 simulations, with an 
average of 20% lower and higher feed costs respectively than in the baseline for the 
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period 2020-2022 (cf. section 2.1).27 The analysis shows that an increase in feed costs 
(provoked by higher crop prices) also leads to higher meat prices in the EU. While the 
higher prices lead to decreases in pig and poultry consumption, poultry production 
would increase. The increase in poultry production comes from the increased 
competitiveness of the EU, which is attributable to both a weaker Euro and globally 
higher feed costs (to which the US for example reacts rather sensitively with a 
decrease in poultry exports of 4%). As a result, EU poultry exports are projected to 
increase by almost 15% and imports to decrease by 10%. While in the analysis the 
sensitivity of EU pork to feed costs is rather low, EU beef production would become 
less competitive with higher feed costs, and beef imports would increase by 30%, 
accompanied by decreases in EU beef production but slight increases in its 
consumption (cf. Figure 21). One of the main beneficiaries of increased feed costs in 
the EU would be South America, which would gain competitiveness and increase its 
beef exports due to beef production there being more grass-based. 
Figure 21: Change of EU trade with higher or lower feed costs compared to the 
baseline, 2022 
Exports          Imports 
 
 Source: Presentation Hélaine and Doorslaer (JRC-IPTS) 
For a closer look at the impacts of higher input (i.e. not only feed) prices on the meat 
baseline results at regional level in the EU the CAPRI model was applied (c.f. section 
2.2). The scenario results reveal that the actual impact of increased input costs varies 
considerably at regional level as it greatly depends on the particular production 
system and its cost structure. Thus, the differences in the regional impacts are 
principally due to the general productivity of the activity, the level of input use (low vs. 
high) and the protein content of the feed mix. On average in the EU, beef production is 
                                                 
27 It has to be kept in mind that in this analysis the higher feed costs come together with a weaker Euro 
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projected to decrease by 2.1%, which would provoke an increase in the EU beef price 
of about 7.2% and result in lower beef consumption in the EU. The total income 
changes by region would be largely positive; however margins would still be low. With 
respect to the effects for the pig fattening sector, the higher input costs would lead to 
a decrease in EU pork production of 1.8% and an increase in the EU pork price of 6.1%. 
The total income change for pig fattening in the EU shows a rather diverse picture at 
regional level, with many input intensive regions like the Netherlands, Denmark or Italy 
suffering (cf. Figure 22). 
Figure 22: Changes in EU pig sector due to higher input costs (2020 relative to the 
baseline) 
       Production (1000 tonnes)         Total income for pig fattening (%)  
 
 Source: Presentation Hélaine and Doorslaer (JRC-IPTS) 
 
7.3 The global meat market environment and the key drivers for meat markets 
Merritt Cluff (FAO) gave a presentation on the key drivers affecting the meat markets 
and their general global environment. Cluff highlighted the fact that animal diseases 
are critical to meat markets as they have the potential to affect domestic and regional 
meat production. In addition meat trade can immediately be affected by outbreaks of 
animal diseases, causing considerable risks in markets. Therefore countries are eager 
to maintain a disease-free status. In the past, some animal disease outbreaks have 
had drastic effects on the meat trade and consumer behaviour (as can often be 
observed with foot and mouth disease and as was also experienced with BSE and other 
                                                                                                                                                        
than in the baseline (cf. section 2.2). 
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outbreaks like avian flu). Another key driver for meat markets is GDP growth as 
reflected in income per capita. Regarding consumption, emerging economies in 
particular will increase their demand due to income growth. On the other hand, a 
deceleration in income growth in developed countries (in combination with other 
factors like a decrease in population growth and a general saturated demand) will 
reduce demand for meats. Although world population growth, an important factor for 
meat consumption, is slowing down, significant growth will still occur in Asia and 
Africa. At the global level, virtually all population growth is in urban areas, and the 
general shift in global consumption from staple foods to value-added products 
continues (cf. Figure 23).  
Figure 23: Shift in global consumption from staple foods to value-added products 
(growth per year, 2012-2021) 
 
 Source: Presentation Cluff (FAO) 
Looking at trends in the meat trade, Cluff revealed that, according to the latest OECD-
FAO projections, global annual trade growth for poultry is expected to slow down 
compared to the previous decade. Nonetheless, it is anticipated that the poultry 
industry will adapt its production to higher input costs (feed and energy) with 
structural and technological changes and that these adaptations will lead to higher 
productivity and thus increased production and exports. The largest contributors to 
growth in the poultry trade are expected to be the US and Brazil. According to the 
OECD-FAO projections, the beef trade will further increase at a relatively low rate, with 
the US and Brazil showing the biggest increases in beef exports. Increases in US beef 
exports will be mainly due to better market access into FMD-free markets and into the 
EU. The dynamic US beef exports might particularly impede the export growth of 
Australia, Canada and New Zealand. Brazilian beef exports are set to grow due to 
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increased production on the one hand and better compliance with the sanitary 
regulations of importing countries and import demand from the Middle East on the 
other. Regarding the trade of pig meat, OECD-FAO projections show relatively modest 
growth in overall trade, although the US might be able to increase its pork exports. 
Meanwhile, China, where about half of the world’s pig meat is produced and consumed, 
is not expected to change its net trade position in the medium-term. However, and 
even though the pork industry in China is supported by government policies, it is 
unclear whether the domestic industry will really be able to keep pace with the 
increase in domestic consumption.  
With respect to price developments, Cluff stressed that while food commodity prices 
have generally risen, meat prices have been less variable and slower to rise. Cluff 
ended his presentation by pointing out that the latest OECD-FAO projections depict 
lower EU net trade for poultry but higher net trade for beef than in the preliminary EU 
baseline.  
7.4 Mercosur beef exports will grow, but only to a certain extent to the EU 
Rafael Tardáguila (TARDÁGUILA Agromercados) focused his presentation mainly on 
beef production developments in Mercosur28. Tardáguila delineated that Mercosur beef 
production shows an increase in 2012 and will further increase in 2013 and 2014 
(probably not in Uruguay). Tardáguila emphasised that the common belief that South 
America produces cheap meat seems to be outdated, as regional beef prices have risen 
significantly over the past decade. However, despite the price increase, Mercosur beef 
prices are still (and will continue to be) lower than those of other major exporters, 
which is mainly attributable to relatively low production costs as cattle production in 
Mercosur is mainly forage-based (cf. Figure 24). For example, beef exports from the 
US, one of the biggest players on the world market, have higher prices because their 
cattle herd is currently at its lowest level in 55 years and US cattle prices are more 
dependent on feed prices. Beef exports from Mercosur currently also benefit from 
higher prices for other meats (pork, poultry) as this makes beef cheaper relatively 
speaking. In addition, Brazil is benefitting from the devaluation of its currency, which 
has experienced a depreciation of about 25-30% since March 2012. Tardáguila 
- 62 - 
Commodity Market Development in Europe – Outlook 
emphasised that Mercosur beef exports will also grow due to a slowing of domestic 
consumption growth, which can be attributed to slower economic growth rates. 
Figure 24: Mercosur production systems (share of feedlots) and prices in comparison to 
the US and Australia (USD/kg cwe) 
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 Source: Presentation Tardáguila (TARDÁGUILA Agromercados); primary sources: USDA, MLA, WBR. 
Regarding the quantity of Mercosur exports that will actually reach the EU, Tardáguila 
expects only a slight increase in the years to come. One of the reasons he gave was 
the falling number of Brazilian establishments approved in the EU Traces List29. While 
in 2007 more than 10,000 Brazilian establishments were listed, at the end of 2010 
there were only 2,229 and as of today 1,858 establishments are listed.  
 
7.5 Summary of the session discussion 
In the open discussion it was emphasised that Brazil could easily intensify its beef 
production and probably reach up to 2.5 cattle per hectare through intensification of 
pasture management. Brazilian cattle production might also continue to move further 
to the north of the country, which would leave land for crops, and extensive grassland 
could be turned into cropland, mainly for soybeans (for poultry and pig fattening). The 
same development is occurring in Argentina too. However, it was argued that the 
extent of these movements in Brazil and Argentina might be limited, especially due to 
                                                                                                                                                        
28 Mercosur (Mercado Común del Sur) is an economic and political agreement between Argentina, Brazil, 
Paraguay, Uruguay and Venezuela, with the status of a full customs union. Note that Venezuela was 
not covered in the presentation of Tardáguila.  
29 Regulation (EC) No 1069/2009 of the European Parliament and of the Council of 21 October 2009 
lays down health rules with regard to animal by-products and derived products. In accordance with 
this regulation establishments and plants handling animal by-products and derived products must be 
approved or registered. In order to export animals or animal products to the EU, non-EU 
establishments have to be approved and listed in the 'TRAde Control and Expert System' (TRACES) 
system. 
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sustainability issues. It was also highlighted that South American slaughterhouses 
have, in recent years, had difficulties passing on higher prices to consumers, though 
the situation is changing and beef production appears to be on the up again.  
It was also pointed out that the relatively high meat prices put the meat processing 
industry under stress globally, as the situation on the selling side has become tougher. 
With the current global economic crises still unsolved, some participants doubt that 
this situation will ease in the near future, which would certainly affect meat 
production negatively. On the other hand, it was emphasised that world meat 
expenditure still shows positive trends and global meat consumption continues to 
grow, mainly pulled by the per capita demand in emerging markets. Due to the 
increase in demand from emerging countries, some participants were reasonably 
optimistic with respect to the development in meat prices. By contrast, other 
participants stated that demand growth for meat might slow down in certain regions, 
as there are alimentary limits to meat consumption and such a slowdown would have 
an adverse effect on prices.  
Regarding the meat consumption trend in the EU, workshop participants had mixed 
opinions on what the main driver for EU meat consumption would be, with 32% of the 
participants considering income the main driver and 30% expecting a constant meat 
consumption but changing preferences between meat, while 23% of the participants 
expect a lower meat consumption trend in the EU, as depicted in the preliminary EU 
market outlook.  
 
 
8. Agricultural market developments: policy challenges 
A sustainable agricultural productivity growth 
Before the session on policy challenges, Ignacio Pérez Domínguez (OECD) gave a 
presentation on the need to achieve sustainable agricultural productivity growth. Pérez 
Domínguez outlined that, according to FAO estimates, agricultural production would 
need to increase by 60% globally to cope with food and feed needs by 2050. The 
possibility of meeting this rising demand by increasing the amount of agricultural land 
is limited and therefore it will need to be achieved mainly through increased 
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productivity. However, the results of the latest OECD-FAO agricultural outlook, as well 
as the preliminary results for the EU outlook, indicate that annual growth in 
agricultural production over the next ten years will actually be lower than in the 
previous decade. Some of the major constraints to productivity growth are rising input 
costs, degraded agricultural land, increasing water stress and general limits to 
irrigation, growing environmental pressures (especially with regard to GHG emissions, 
biodiversity and groundwater pollution) and the impact of climate change. In light of 
these constraints, the main task for the agri-food sector will be to increase 
agricultural productivity in a sustainable way. In order to tackle this challenge a 
multiple approach needs to be taken, comprising (i) the encouragement of better 
agronomic practices, (ii) creating the right enabling environment (including well 
functioning markets, giving the right price signals, clear property rights, limiting trade 
and domestic policies that distort production and investment), (iii) strengthening the 
agriculture innovation system (including institutional design, regulatory environment, 
innovation policy coherence, private public partnerships, R&D expenditures, education 
and extension programs), and (iv) the reduction of crop losses and food waste. 
Agricultural market developments: policy challenges 
As an introduction to the final session on policy challenges, Pierluigi Londero (DG AGRI) 
presented a wrap-up of the price and income developments in the preliminary 
agricultural outlook. In terms of important drivers for the outlook results, Londero 
highlighted the bleak economic outlook for the EU in the short-term, oil prices, the 
USD/EUR exchange rate, a slowdown in EU yield growth, tight markets for grains and 
oilseeds and the rate of fulfilment of the EU biofuels targets. Under the assumptions 
used for the preliminary baseline, the projection results indicate a continuation of the 
downward trend of real income in the agricultural sector in the EU. However, the trend 
of real income per labour unit continues its upward trend due to the fact that the 
number of farmers is steadily declining. While agricultural income per labour unit is 
expected to stagnate in the EU-15 over the projection period, projections show 
significant growth in agricultural income per labour unit in the EU-N12. However, the 
gap in real income per labour unit between the EU-15 and EU-N12 will still remain 
despite the stronger income growth in the EU-N12.  
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In the final discussion, João José Pacheco (DG AGRI) gave an overview of the state of 
play regarding the situation of the CAP 2020 reform. He pointed out that the decision 
on the reform now has to be taken and agreed on by both the European Council and 
the European Parliament, which makes the process of reaching a final agreement more 
complex. The European Parliament received suggestions for about 7000 amendments 
as a reaction to the reform proposal of the European Commission. The discussion on 
direct payments has been fairly difficult but it looks like the negotiations are close to 
achieving a compromise on amendments, and the same holds for the measures with 
regard to rural development. An important issue for the final decision on the CAP 2020 
reform relates to the budget and its distribution (with regard to greening etc.). A group 
of Member States is in favour of general reductions in the CAP budget, and the 
convergence of direct payments between MS and within MS is also under discussion. A 
further issue regards the strengthening of the producers’ position in the food chain. 
Pacheco also emphasised that much more attention in the public debate is now 
directed at food security and this affects how the CAP is received in public.  
Ken Ash (OECD) pointed out that the EU has come a long way with its reforms in the 
CAP, but further improvements could be made. In view of a rather positive agricultural 
market environment, as also projected in the preliminary outlook, Ash emphasised that 
this might actually be a good moment for some further changes to the CAP, especially 
for shifts in income support towards strategic investments (for example to respond to 
climate change issues, towards a productivity increase, efficient use of resources, risk 
management, etc.). Looking at policy challenges outside the EU, Ash stressed that the 
positive agricultural market developments should actually also be used in other 
countries to undertake the necessary reform steps. As an example, Ash suggested that 
as net farm income in the US is actually quite high the US should also take this 
opportunity to implement further reforms. Ash concluded by saying that the projected 
high prices are good news for farmers but less so for poor consumers.  
Joseph Glauber (USDA) concentrated on the reform process in the agricultural policy of 
the US. He remarked that the current debate on the new Farm Bill in the US is also 
characterised by discussions on the budget. It seems obvious that the budget for 
agricultural policy will be cut, but the crucial question of ‘how much’ still remains open. 
So far, cuts of about 30 billion USD are proposed, but Congress is actually pushing for 
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further budget cuts. Turning to the question on how the savings will be achieved, 
Glauber emphasised that in the current debate on the new Farm Bill particular 
dissatisfaction with decoupled direct payments has been expressed. The debate is 
centred on several aspects, notably the need for payments in times of high prices, the 
fact that benefits accrue largely to landowners and on the decoupled nature of the 
payments (as it is not necessary to produce to receive them). In addition, there is only 
limited public support for decoupled payments as few people are aware that there are 
cross-compliance conditions in place that must be fulfilled to receive the payments. It 
is therefore possible that in the US decoupled payments will be drastically reduced and 
partially converted into more coupled ones. Nonetheless the current Farm Bill proposal 
is in line with the commitments on the reduction of distortive payments agreed at the 
Uruguay Round. 
David Blandford (Pennsylvania State University) particularly questioned the general 
assumption used in most baselines (i.e. not only the baseline of the European 
Commission) that macroeconomic conditions will return to the trend. Blandford 
expressed his pessimism about future developments in agricultural markets, especially 
due to the significant downside risks of the current macroeconomic developments. It is 
possible that the financial crisis has provoked fundamental changes in behaviour both 
on the consumer and the producer side. It is clear that, despite a wealth of resources, 
companies hold back investments because consumers do not spend their money (as 
they seem too uncertain of further developments). Blandford further argued that if no 
fundamental changes take place the current approach of muddling through the 
economic crises would imply low economic growth for a fairly long time. Thus, with 
most of the risk being on the downside, Blandford does not expect a rapid return to 
pre-crisis macroeconomic developments. To get a better picture regarding the 
implications for agricultural policy, Blandford advised studying more catastrophic 
scenarios for the agricultural market outlook as uncertainty is growing.  
Alan Matthews (Trinity College Dublin) addressed the policy challenges in the EU and 
stressed that the current CAP reform seems to be different to previous reforms as the 
adjustment needs are different. With regard to the redistribution of direct payments, 
the questions that need to be addressed not only comprise the redistribution of money 
between and within Member States but also issues regarding the declining number of 
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farms and inactive farmers' needs. The increased diversity within the EU due to the 
presence of the EU-N12 Member States will also require a move towards greater 
flexibility (with regard to greening options etc.). Matthews further highlighted that the 
context of the CAP 2020 reform is also different to previous reforms and that it is 
especially altered by higher and more volatile commodity prices and the discussion on 
food security. With productivity figures diminishing, one policy challenge will be to 
enhance innovation and induce more productivity. Matthews considers the greening of 
direct payments a very important issue, but he pointed out that within Pillar I the use 
of direct payments is not as flexible as within Pillar II.  
In the open part of the final discussion, the importance of the European Commission’s 
agricultural outlook in the policy process was highlighted as it will be the reference 
baseline for the assessment of the CAP 2020 reform. With regard to agricultural 
productivity, it was emphasised that the outlook suggests that annual growth in global 
agricultural production over the next ten years will be lower than in the previous 
decade. While productivity growth is slowing down in the developed world, there are 
significant increases in countries like China, Africa and Brazil. However, to tackle the 
issue of global food security it will be necessary to increase agricultural productivity in 
developed countries again too, especially as some investments will only show their 
results in the future beyond the projection horizon. The food security issue not only 
eases the justification for having a CAP but also changed how the CAP is perceived by 
NGOs. It was again underlined that in the context of the current macroeconomic 
environment and with budgets under pressure in many countries, there are 
opportunities to make some significant and necessary changes in agricultural policies.  
In the concluding remarks, the usefulness of the workshop was confirmed by the many 
valuable comments on the European Commission's baseline. Additionally, the 
discussions have provided a better picture of the drivers of supply and demand in the 
markets, as well as of the related uncertainties.  
- 68 - 
Commodity Market Development in Europe – Outlook 
- 69 - 
 
 
 
 
 
 
 
 
Workshop Presentations 
 
 
 
 
 
Commodity Market Development in Europe – Outlook 
Main conclusions of last year’s outlook and introduction of 
this year's exercise 
Robert M'barek (JRC-IPTS) & Pierluigi Londero (DG AGRI) 
 
 
 
 
 
 
- 70 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 71 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 72 - 
Commodity Market Development in Europe – Outlook 
  
 
 
 
 
EU agricultural outlook – settings 
Pierluigi Londero (DG AGRI) 
  
- 73 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 74 - 
Commodity Market Development in Europe – Outlook 
  
  
 
 
 
Global economic outlook and key risks 
Jan Randolph (IHS Global Insight) 
  
- 75 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 76 - 
Commodity Market Development in Europe – Outlook 
  
  
  
 
 
 
 
 
- 77 - 
Commodity Market Development in Europe – Outlook 
The outlook for the EU economy 
Björn Döhring (DG ECFIN)
 
 
 
 
 
 
- 78 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 79 - 
Commodity Market Development in Europe – Outlook 
 
 
What matters most for commodity price developments? 
John Baffes (The World Bank)
  
  
- 80 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
- 81 - 
Commodity Market Development in Europe – Outlook 
Speculation and the volatility of agricultural prices 
Christopher L. Gilbert (University of Trento)
 
 
 
 
 
 
- 82 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 83 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 84 - 
Commodity Market Development in Europe – Outlook 
  
 
 
 
 
 
- 85 - 
Commodity Market Development in Europe – Outlook 
EU agricultural outlook 2012-2012: Biofuels 
Stephan Hubertus Gay (DG AGRI)
 
 
 
 
 
 
 
 
 
 
 
- 86 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Uncertainties in the EU’s biofuel sector 
Zebedee Nii-Naate, Sophie Hélaine (JRC-IPTS), Stephan Hubertus Gay (DG 
AGRI)
  
- 87 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 88 - 
Commodity Market Development in Europe – Outlook 
  
 
 
 
 
 
 
 
 
 
The outlook for advanced biofuels 
Christoph Berg (F.O. Licht)
  
- 89 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
 
 
- 90 - 
Commodity Market Development in Europe – Outlook 
Renewable fuel standard waiver: options during the drought 
2012 
Wyatt Thompson (FAPRI)
 
 
 
 
 
 
- 91 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
- 92 - 
Commodity Market Development in Europe – Outlook 
 
Two-way trade in biofuels 
Seth Meyer (FAO)
 
 
 
 
 
 
 
 
- 93 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
 
 
- 94 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
 
 
- 95 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
 
 
- 96 - 
Commodity Market Development in Europe – Outlook 
  
  
  
  
  
 
 
 
- 97 - 
Commodity Market Development in Europe – Outlook 
EU agricultural outlook 2012-2022: cereals, oilseeds, sugar 
Stephan Hubertus Gay (DG AGRI)
 
 
 
 
 
 
- 98 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
- 99 - 
Commodity Market Development in Europe – Outlook 
Uncertainties in the EU crop sector 
Marco Artavia and Pavel Ciaian (JRC-IPTS)
 
 
 
 
 
 
- 100 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 101 - 
Commodity Market Development in Europe – Outlook 
  
  
 
 
 
 
 
 
- 102 - 
Commodity Market Development in Europe – Outlook 
Sugar markets and ethanol use of sugar 
Thordis Möller (Nordzucker AG)
 
 
 
 
 
 
- 103 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
- 104 - 
Commodity Market Development in Europe – Outlook 
The US drought and implications for world grains and oilseeds 
markets 
Darren Cooper (IGC)
 
 
 
 
 
 
- 105 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 106 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
EU agricultural outlook 2012-2012: dairy 
Beatriz Velazquez (DG AGRI)
  
  
- 107 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 108 - 
Commodity Market Development in Europe – Outlook 
  
  
 
 
Uncertainties in the EU dairy sector 
Sophie Hélaine, Zebedee Nii-Naate, Ben Van Doorslaer (JRC-IPTS)
  
- 109 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
- 110 - 
Commodity Market Development in Europe – Outlook 
  
  
 
 
Drivers of supply and demand for milk and dairy products 
Benoît Rouyer (CNIEL)
  
- 111 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 112 - 
Commodity Market Development in Europe – Outlook 
  
  
 
 
 
 
- 113 - 
Commodity Market Development in Europe – Outlook 
Market overview and longer term trends in global trade 
Bruce Turner (Fonterra)
 
 
 
 
 
 
 
 
- 114 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
- 115 - 
Commodity Market Development in Europe – Outlook 
EU agricultural outlook 2012-2012: meats 
Alberto D’ Avino (DG AGRI)
 
 
 
 
 
 
- 116 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
Uncertainties in the EU meat sector 
Ben Van Doorslaer, Sophie Hélaine, Zebedee Nii-Naate (JRC-IPTS)
  
- 117 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 118 - 
Commodity Market Development in Europe – Outlook 
  
  
 
 
Global meat market environment and key drivers for meat 
markets 
Merritt Cluff (FAO)
  
- 119 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 120 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 121 - 
Commodity Market Development in Europe – Outlook 
  
 
 
 
 
Beef production developments in Mercosur 
Rafael Tardáguila (TARDÁGUILA Agromercados)
  
  
- 122 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
- 123 - 
Commodity Market Development in Europe – Outlook 
  
  
 
 
 
 
- 124 - 
Commodity Market Development in Europe – Outlook 
How to increase productivity in a sustainable way? 
Ignacio Pérez Domínguez (OECD)
 
 
 
 
 
 
- 125 - 
Commodity Market Development in Europe – Outlook 
 
 
 
 
 
 
 
 
 
 
- 126 - 
Commodity Market Development in Europe – Outlook 
Annex: List of Participants 
1. Matt ADEY DEFRA, UK 
2. Lise ANDREASEN HOEYER Danish Agriculture & Food Council, Belgium 
3. Ken ASH OECD, France 
4. John BAFFES World Bank, USA 
5. Christoph BERG F.O. Licht, Germany 
6. Maria BLANCO FONSECA Universidad Politecnica de Madrid 
7. David BLANDFORD Penn State University, USA 
8. Richard BROWN GIRA, UK 
9. Alison BURRELL Freelance, France 
10. Gabriele CANALI Università Cattolica del Sacro Cuore, Italy 
11. Merritt CLUFF FAO, Italy 
12. Darren COOPER International Grains Council, UK 
13. Claudiu COVRIG SUCDEN, Switzerland 
14. Kimberly CREWTHER Fonterra, The Netherlands 
15. Thomas FELLMANN University Pablo de Olavide, Spain 
16. Veronique FRADIN Tallage, France 
17. Christopher GILBERT University of Trento, Italy 
18. Joseph W. GLAUBER USDA, USA 
19. Chris HORSEMAN Informa Agra, UK 
20. Aikaterina KAVALLARI LEI, The Netherlands 
21. Baptiste LELYON Institut de l'Elevage, France 
22. Rohaise LOW LMC International, UK 
23. Hémeline MACRET Tallage, France 
24. Alan MATTHEWS Trinity College Dublin, Ireland 
25. Seth MEYER FAO, Italy 
26. Thordis MÖLLER Nordzucker, Germany 
27. Catherine PAICE Dairy Industry Newsletter, UK 
28. Ignacio PEREZ DOMINGUEZ OECD, France 
29. Jan RANDOLPH IHS Global Insight, UK 
30. Benoit ROUYER CNIEL, France 
31. Petra SALAMON vTI, Germany 
32. Rafael TARDAGUILA Tardáguila Agromercados, Uruguay 
33. Wyatt THOMPSON FAPRI-MU, USA 
34. Bruce TURNER Fonterra, New Zealand 
 
- 127 - 
 
 
 Commodity Market Development in Europe – Outlook 
 
European Commission 
1. Marco ARTAVIA (JRC-IPTS)  
2. Piotr BAJEK (DG AGRI)  
3. John BENSTED-SMITH (JRC-IPTS)  
4. Flavia BERNARDINI (DG TRADE) 
5. Antonio CARUSO (DG COMP) 
6. Pavel CIAIAN (JRC-IPTS)  
7. Vincent CORDONNIER (DG AGRI) 
8. Alberto D'AVINO (DG AGRI)  
9. Peter DAUTZENBERG (DG AGRI) 
10. Björn DOHRING (DG ECFIN) 
11. Maria FUENTES MERINO (DG AGRI) 
12. Livia GALITA (DG AGRI)  
13. Tomas GARCIA AZCARATE (DG AGRI)  
14. Miguel GARCIA NAVARRO (DG AGRI)  
15. Inna GARKOVA (DG TRADE) 
16. S. Hubertus GAY (DG AGRI) 
17. Tassos HANIOTIS (DG AGRI) 
18. Sophie HÉLAINE (JRC-IPTS)  
19. Leen HORDIJK (JRC)  
20. Maciej KRZYSZTOFOWICZ (DG AGRI) 
21. Pierluigi LONDERO (DG AGRI) 
22. Robert M'BAREK (JRC-IPTS)  
23. Magdalena MISKIEWICZ (DG AGRI)  
24. Brigitte MISONNE (DG AGRI)  
25. Christine MOELLER (DG CLIMA) 
26. Dangiris NEKRASIUS (DG AGRI) 
27. Zebedee NII-NAATE (JRC-IPTS) 
28. João José PACHECO (DG AGRI) 
29. Andreas PILZECKER (DG AGRI)  
30. An RENCKENS (DG COMP) 
31. Raluca RUSU (DG AGRI) 
32. Willi SCHULZ-GREVE (DG AGRI) 
33. Bence TOTH (DG AGRI)  
34. Adamo UBOLDI (DG AGRI) 
35. Benjamin VAN DOORSLAER (JRC-IPTS)  
36. Ricardo VARANDA RIBEIRO (DG TRADE) 
37. Beatriz VELAZQUEZ (DG AGRI) 
 
- 128 - 
   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
European Commission 
EUR 2588 – Joint Research Centre – Institute for Prospective Technological Studies 
 
Title: Commodity Market Development in Europe – Outlook 
Proceedings of the October 2012 Workshop 
 
Authors: Thomas Fellmann, Sophie Hélaine 
 
Luxembourg: Publications Office of the European Union 
 
2012 – 128 pp. – 21.0 x 29.7 cm 
 
EUR – Scientific and Technical Research series –ISSN 1831-9424 (online) 
 
ISBN 978-92-79-28087-0 
 
doi:10.2791/38411 
 
 
 
Abstract 
 
This report contains a summary and the presentations of the expert workshop 'Commodity Market Development in 
Europe – Outlook', held in October 2012 in Brussels. The workshop was held in order to present and discuss the 
preliminary results of the DG AGRI outlook on EU agricultural market developments. The workshop gathered high-level 
policy makers, modelling and market experts and provided a forum to present and discuss recent and projected 
developments on the EU agricultural and commodity markets, to outline the reasons behind observed and prospected 
developments, and to draw conclusions on the short/medium term perspectives of European agricultural markets in the 
context of world market developments. Special focus was given on the discussion of the influence of different 
settings/assumptions (regarding e.g. drivers of demand and supply, macroeconomic uncertainties, etc.) on the 
projected market developments.  
 
 z 
 
LF-N
A
-25688-E
N
-N
 
As the Commission’s in-house science service, the Joint Research Centre’s mission is to 
provide EU policies with independent, evidence-based scientific and technical support 
throughout the whole policy cycle. 
 
Working in close cooperation with policy Directorates-General, the JRC addresses key societal 
challenges while stimulating innovation through developing new standards, methods and tools, 
and sharing and transferring its know-how to the Member States and international community. 
 
Key policy areas include: environment and climate change; energy and transport; agriculture 
and food security; health and consumer protection; information society and digital agenda; 
safety and security including nuclear; all supported through a cross-cutting and multi-
disciplinary approach. 
 
